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Introduction 

“ Plan or no plan 

s,.xThe question was posed by Barbara Wooton^Jn the 
1930s and in those days a purely academic discussion would 
have provided a suitable answer to it. More than two 
decades have elapsed and the world has witnessed a really 
spectacular development of practical apparatus and theoretic 
knowledge in the sphere of economic planning. \In the 
nineteenth century economic events were determined by 
men who loved to plan for themselves. Nowadays 
economic events are determined by men who love to plan 
for others.) This is because most of us strongly believe that 
some sort of centralised planning is necessary for creating 
and maintaining orderly economic conditions.^ 

Centralized planning not only brings about a good 
deal of integration and coordination between the different , 
cemponents of the economy but it also takes the form of ' 
projecting changes from a starting point which is connected 
wth present economic conditions. In other words, the 
planners should concentrate on the existing “links" in the 
economy, then pull up the backward aucial “links” so as 
to bring about a matching between the different “links” 
which constitute the “economic chain”. But all the times, 
the planners are endeavouring to find out the means and! 
methods by which existing arrangements could be improved, j 
Plans are, however, not made “once and for all”. If dutmg 
the process of plaiming some maladjustment occurs or some"^ 
item is out of kilte r, a corteaion of mistakes should take 
place. When mistakes are patched up and adjustments are ‘ 
introduced the task of planning b immensely simplified. 
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Therefore an efficient planning machinery should first 
acquire the ability to build up a ^t of targets which arc^ 
mutually consistent and this is aco3mphshed by a judicious i 
study of the flow structure of the entire economy which 
facilitates the task of projecting changes from the present 
set'Up. Secondly the planning body should r~=abhsh, in, 
course of the planning period, that the mutually consistent! 
targets are optimaband it is here that constant vigil is neces-^ 
sary |o that correction of mistakes occurs at the right 
moment and on the right spot. 

)I 

Balances in the Plan 

In addition to the problem of discovering a set of 
mutually consistent targets and establishing that these are 
optimal, the planners face another extremely difficult "tech- 
nical” problem. This is connected with the technique of 
balances and it occupies a most prominent role in planning. 

A plan can be efficiently accomplished if the two main 
types of balances ate correctly applied. The fust group is 
called "crosswise” balances and the second is termed 
"backward" balances. 

The crosswise balance is the general technique of strik- 
ing an equilibrium between ail output targets and 
the total available resources including manpower. 
Here we have to bring about a balance between 
all output goals and the total available productive factors, 
such as labour force, transportation, power and basic metals^ 
The plans should fully utilize the available resources and 
should not call for more than what is available. TJie rn nst 
important balance, which is to be achieved, is that between 
output targets of the plan and the total available manpower. 

If the targets for output is less than what the available labour 
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force could produce, then this would result in unemploy- 
ment and underemployment. On the other hand, if the 
targets o£ output arc more than what the available man- 
power could turn out, then this would create “hyper em- 
ployment” or over full employment conditions and might 
lead to unavoidable interruptions in production. During 
the htst stages of planning it will be a complex problem to 
adjust output targets in such a manner that the available 
labour force is fully absorbed. But still mote difficult is the 
task of balancing output goals with the supply of 
power, transportation and basic metals. Soviet ex- 
perience suggests that this system of aosswise balances 
serve as the most important means for the estab- 
lishment of inter-economic links in the economy. But it 
was oniy aifer tde commencemenr o/ tde Hlird’ Five 
Year Plan that the method of crosswise balances became 
both comprehensive and efficient. In the case of India’s 
First Five Year Plan, as it is evident now, the main draw- 
back was the lack of a proper crosswise balance between the 
output targets in the private and public seaor and the total 
available labour force. 

There are two other ^crosswise b^_^ces which should 
be considered by the planners- The first one is interlinked 
with the problem of optimum location. Before determin- 
ing the output targets the planners must decide where out- 
put is to be produced. Production should be located in 
such a manner that transport costs are minimized and 
there is an easy availability of basic materials and 
manpower. In otherwords an economic plan must have 
“locational balance” so that there is an adjustment between 
the output goals for each area and the supply of productive 
factors which could easily be made available in that area. 
The second type of ctesswUe balance is concerned 
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with the equilibrium that must he achieved between physi- 
cal targets and financial resources. In a money economy 
there should always be a balance between physical condi- 
tions and financial conditions. If the financial resources fall 
short of physical targets there will be an accumulation of 
unutilized physical resources and this will upset the flow 
structure of the economy. On the other hand if financial 
resources are in excess of physical resources there will be a 
scramble for basic materials and inflationary conditions may 
become prominent. Therefore a perfect plan must main- 
tain a proper balance between physical resources and finan- 
cial resources so that money payments to individuals are 
adjusted to the prices charged for the goods produced. As 
the Russian experience suggests, a special type of iax_ struc- 
ture together with a system of physical controls are often 
necessary for maintaining an exact balance between the 
physical items and the financial items of the plan. Indian 
planners are also scratching their heads in their task of strik- 
ing a crosswise balance between physical conditions and 
financial conditions in India’s Five Year Plans. 

We now come to another type of balance which is also 
important for an economic plan. We call it backward 
.balance because it shows the_rdationships between the out- 
iput of finished products and their components. For in- 
stance, the output of bicycle wbeeb and tyres must be kept 
in line with the output of the base-frames of bicycles. If 
this is not done then the base-frames produced will not be 
turned into bicycles due to lack of wheels, or the tyres and 
wheels will remain unutilized due to a shortage of base- 
frames. What is true for one particular sector of the 
economy engaged in the production of cycles is also true for 
the other sectors of the economy engaged in various kinds 
of economic activities. 
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This backward balancing method is the pivot on which 
the technique of "planning from below" rests. For in* 
stance, if we want to inacasc the production of tractors by 
a certain percent we shall have to set in order the "base' 
layers" of the economy on which tractor production 
depends. We shall have to find out by how much would 
it be necessary to increase the wages bill, how much more 
electricity and coal would be required, as well as steel, paint 
and other raw materials. Our target for tractor production 
will be fulfilled if there is a proper backward balance 
between finished tractors and the productive factors which 
supply the various components of the tractors. Thus every 
type of economic activity depends on other types and if the 
basedayers are not properly arranged, the top layers and the 
apex will aumble down. That is why it is necessary to 
plan from the bottom and when the base is correctly adjust* 
ed it is easier to move up to the top. 

m 

lNPUT*OuTPirr Analysis and the Plan — A Picture of 
Interdependence 

Not only the planners should try to establish a back- 
ward balance in a particular industry but they should also 
make a det^lcd study of the interdependence of economic 
activities because such a study immensely fadlitates^jlans. r 
ning. A detailed examination of the actual structure of the 
v,:eb^)£_economic_interdependence helps the planning authority 
m finding out a set of targets which are mutually consistent. 
The technique, wh ich assi^.us to get a detailed picture of 
^i^twdjpendence of economic activities, is known as "inter- 
industry*' or ^‘input-output’* analysis. BotK’'tcrrns" suggest” 
the same fuhdam^tal concept, which is that the output of 
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every industry is an input to another industry or to final 
consumers.* 

The basis of the input-output* analysis is a "matrix". 
A rectangular arrangement of numbers or symbols, showT 
ing, in the best possible manner, the transactions of an 
economy, can be called a "matrix". A set of rows and 
columns of figures make up a particular matrix. The 
receipts of one sector of the economy or the receipts by a 
class of transactors are indicated in each row of the matrix 
and each column contains the payments of one sector to an- 
other. In the matrix table of the economy each sector has 
one row andi a column and the payments from one sector to 
another are indicated in the space where the column of one 
and the row of the other cross one another. We give belov/ 
the picture of a very simple matrix. 


MATRIX I 


Receipts S >, 

1. Firms 

2 . Households 

3, Total 

a. Firms 


SOD 

200 

b. Households 

200 


200 

mmam 

sm ] 200 

400 


• The pioneer in the field oI input-output analysis is Pro- 

lessor Wassily. W. Leontief of Harv’ard University. 
See W. W. Leontiel ‘‘The Structure of American Eco- 
nomy. 1919-1939” (New York: Oxford University 
Press, 1951). Sec also Leontief and others, “Studies 
in the Structure of the American Economy” (Oxford 
University Press, 1953), 

* J. R. Hicks defines an input as “something ^rhich is 
j bought for the enterprise*' and an output as “.some- 
thing which is sold by it”. 
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Matrix i shows that in a self'contalned economy, in 
which all commodities produced were at once consumed, 
total payments by “households” on the purchase of commo- 
dities (called “expenditure”) would equal total receipts by 
firms in respect of the sale of goods- It also states that 
total payments by firms to households in respect of the pur- 
chase of services of factors of production, which include 
profits, would equal total receipts by households in respect 
of the sale of these services (called income). 

As it is evident from the above simple table, the 
matrix fotm not only signifies the interdependence between 
firms and households b ut also f^ditat^ national accounting 
by helpingusjo show the income=£xpen'3iturt Jguanty.jn 
the self-contai ned e conomy. -The total of payments of in- ^ 
come by firms is so defined as to be equal to total value of ^ 
the product of firms, (It should be noted that income in- , 
eludes profits.) But as the whole product is consumed in , 
our self-contained economy, total receipts of firms from 
sales should be equal to total value of product. Now be- 
cause total receipts from sales is identical to total expenditure, 
therefore total expenditure would equal total income. It 
should be noted that the main advantage of the matrix form 
over the commonly used account form is that the former 
economizes space and has, therefore, proved to be a conve- 
nient technique for analysng the complicated web of inter- 
industry dependence. 

From our very simple matrix let us now turn towards 
another which, though slightly complex, shows in a distinct 
manner economic interdependence. We now consider a 
very simple economy wiA only two industries which are 
"manufacturing" and “agriculture". These two industries 
sell a portion of their product to households and a portion 
to one another as raw material. For instance, “agricuture” 
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(which includes iruiC'growing) msy sell mangoes straight to 
consumers and also to “manufacturing” for making jam, 
pickles and other condiments. In the first case the mangoes 
constitute a portion of what is called “final output”. In 
the second case the “output” cannot be called “final” be- 
cause it is in turn an ’‘input” of "manufacturing” and con- 
tributes to the manufacture of jam and other condiments 
which constitute the “final output” of the manufacturing 
industry. Similarly, “manufacturing” may sell D.D.T. 
and other insecticides to households for mosquito killing but 
also supply insecticides to “agriculture” for pest and insect 
control in which case D.D.T. etc. serve as “input”. 

In matrix i the heading “firms” cover both “manu- 
facturing” and “agriculture”, each of which sells to the 
other one, but their transactions were not shown. If we 
wanted, we could have inserted the value of all inter-industry 
sales in the space where the firms' column and the firms’ row 
intersected. This we do now in matrix 2 and distinguish 
receipts and payments of “manufacturing” from those of 
“agriculture”. We must sub-divide the firms’ row and 
column as shown in the following, amended, chart- 
matrix 2 s 


MATRIX 8 


Receipts 

by ^ 

1. Firm* 

2 House- 
holds 

3. Capi- 
tal 

4 

Total 

Mauufac- 

toriDg 

Agricul 

Firm 

Uanutacturinf 


20 

80 

20 

120 

\griculture 

30 


80 

20 

Iso 

b. HousehoJds 

90 

110 



205 

c. Capital 



10 


40 

d- Total 

120 

130 

200 

40 

400 
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Matrix 2 indicates that “agriculture” purchased “in- 
puts” valued at 20 from “manufacturing” and that “manu« 
facturing” bought “inputs” valued at 30 from “agriculture” 
The total receipts of firms, shown in the two sub-divisions 
of row V, are now 120+130=250 compared with 200 in 
matrix i. This is due to the faa that in matrix 2, we indicate 
the receipts of each group of firms from the other group, 
as well as the receipts by each group of what is called “final 
expenditure” that is expenditure on consumption (shown 
in the households column) and on investment {shown in the 
capital column.) Similarly, total payments of finns, indicat- 
ed in the two sub-divisions of column 1, now include inter- 
group payments, and add up, in a similar manner, to 250. 
Gross national expenditure, which b equal to the difference 
between total receipts of firms (i.e. 250) and inter-firm pay- 
ments (i.c. 50), is same in magnitude (i.e. 200) as in matrix 1. 
It should be noted that gross national income is determined, 
in a similar fashion, by deducting mter-firm payments from 
total payments of firms. Both results are, certainly, 
equivalent to gross national product. 

The aggregates to which the names gross national 
“income”, “expenditure” and “product” are given can thus 
be determined from a more elaborate table* by taking away 
those items which constitute a simple transfer between firms 
inside a seaor and do not represent a net addition to re- 
sources available for consumption or investment. When 
We say that inter-firm tranrfers do not add to national 
resources we simply mean that once a firm has processed 


^ give in Appendix A, a slightly mote elaborate matrix 
table than matrix 2. It can be called a “miniatun^ 
input-output Table*’ lor U.K. (in 1950) . In .Appen- 
dix A vre also give a simple exposition of the mathe- 
matical procedure associated with the input-output 
technique. 
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the raw materials or "inputs” passed to it, (and "processing" 
incJudes transporting over space and time as well as changes 
in form) the mere transfer of legal ownership and control 
to another firm is not considered to add to value. 

But the planners require an elaborate matrix table not 
only for the calculation of the gross national product but 
also for the purpose of studying inter'industry relationships 
so as to find out a set of mutually consistent targets. 
They have to see to it that in each industrial sector the 
predicted level of output is neither too large nor too small. 
A target is too large if it cannot be achieved with the re- 
sources available or if for its fulfilment we have to deprive 
the other sectors of necessary resources. On the other 
hand, too low output target would mean that it can be 
accomplished without making even modest demands on 
other sectors which can be easily met. When the planners 
have found out the optimum target for one sector, they 
must proceed ahead and find it for the next and .so on in 
detail for the entire economy. A good plan would come 
out, and the nation would be immensely benefited, if the 
planners are successful in finding our a single, unique set 
of targets which are optimal (i.c. from which no further 
alteration is possible or desirable). In otherwords a proper 
job of planning is done when planners have found simul' 
taneously the right size of target for each sector, specially 
taking account of its dependence on other sectors, and of 
other sectors on it. The matrix technique, w ith which the 
input-output analysis is associated, greatly facilitates this 
task of planning. 

For the purpose of studying the web of inter-industry 
dependence the planners shou/d specially concentrate on the 
corner of the matrix which rdates only to "firms". A fairly 
complete picture of real life inter-industry relations would. 
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definitely, require a very large area of paper. One such table* 
is being now compiled for U-S. economy by American eco- 
nomists and statisticians. In such an elaborate table the whole 
economy is divided into many seaors. The nature of the 
branch of industry, as judged from the type of goods pro- 
duced, constitutes the basis for this sector division, which 
is, therefore, obviously functional. An elaborate input- 
output system includes for example, sectors for grain pro- 
ducts, for textile mill products, for printing and publishing, 
for iron and steel, for coal, gas and electric power and many 
more. As we know from our matrix study, these sectors 
become the table headings both vertically and horizontally. 
Every row indicates the division of production results 
(“output") among the various industrial branches, and every 
column indicates a sector's use of goods, etc, (“input") from 
each of the others. The matrix form of representation only 
helps us to grasp the fundamental feature of the input- 
output analysis. The basic technique will not be fully 
revealed unless we give a simple algebrical interpretation of 
the input-output model* l^T^e basic static input-output' 
model is made up of two sets of relations: (a) the "balance 
equations" and (b) the "sttuclural equations’*. ) Let us first 
explain the "balance equation”. ly_Each one of the "balance 


* The Division of Inter-industry 'SconDiiucs, U.S. Bureau 

of Labour Statistics, has provided the inputroutput 
data from which & table is being complied which con- 
tains .’iOO rows and 300 columns. For an elaborate 
input-output study of DB. Economy for 5947 see W-D. 
Evans and 51. Hoffenberg “The Inter-industry Rela- 
tions Study for 1947’* jo the Review of Economics 
, and Statistics, May, 1952. 

* See Wassily Leontief, and others, “Studies in the Struc- 

ture of the American Economy — ^Theoretical and Em- 
pirical Explorations in Input-Output Analyst”, Part 
I. Ch. 2 — article Leontief on “Structural Change’’- 
Also see Part I, Ch. S entitled “Dynamic Analysis”. 
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equation’* reveals that the total output of a given industry 
is absorbed either by itself or by other industries, or by the 
“outside” sector (ctg., consumption).^ (The “balance 
equation” idea would be easily understood because of our 
previous knowledge of the matrix technique.) Now if the 
number of industries (apart from the “outside” sector) is «, 
the “balance equation” for the tth industry may be sym^ 
bolically written as: — 

X I = III + ai* T . . . . + + '"l 

where Xi is the total output of the ith industry, and 
is the amount of the product of the Jth industry, absorbed 
by the “outside” sector. 

In other words, the “balance equation” for the tth 
industry tells us that the total output of the ith industry 
is absorbed by « number of industries (within which the »th 
industry is also included) and also by the “outside” sector 
(for consumption purposes). 

(We now come to the “structural equation”. Let us 
take two inustries— ith industry and hth industry. What 
wc require is the ratio of the amount of the ith industry’s 
product absorbed by the feth industry to the output of the 
hth industry, j This is a very important ratio — it may be 
called the ith “technical coefficient” in the hth industry 
and is denoted by <»u • In other words we have 
ott (the ith technical co-efficient in the hth industry) = 

Ilk (amount of the ith industry’s product absorbed by 
kth industry) 

Xk (the total output of the hth industry) 

The above relation, when solved for ®ik becomes 

V I* = Ob, . Xk 

. and is called a “structural equation”, system of 

.“structural equations” indicates the “flow-structure” of the 
whol^ economy. ) But to get this basic static model, wc must 
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know the appropriate technical coefficients (i.e. technical 
coefficients o£ the type). These technical coefficients 
are also called "flow coefficients**. 

For purposes of dynamic analysis, we have to take into 
account the fact that some of the output of a given period 
goes into stocks (capital goods or inventories). The stocks 
are assumed to be distributed among the n industries, 
although the possibility of the "outside" sector holding 
stocks is not ruled out. U Sit denotes the stock of the ith 
commodity held by the hth industry and Sa the increase* 
(positive, aero, or negative) in S.» over the given period, 
the balance equation of the ith industry (in the dynamic 
input-output model) now becomes 
Xi * «U + *ll + • • • • . ( + Sij + §4* + ... Sla ) + 

The above equation simply tcUs us that the output must 
be absorbed by some industry, cither on current or capital 
account, or else be used by the "outside" sector. This is 
the (modified) "balance equation" for a dynamic input- 
output model. 

Let us now find out the "structural equation" for the 
dynamic analysis. The ratio of stock of the ith commodity 
used by the hth inudstry to the output of the kth industry 
may be called the ith "capital (stodt) coefficient" in the hth 
industry, and is denoted by W, so that 

b,i (the ith capital coefficient in the feth industryl “ 
Sft (Stock of the ith commodity used by the htb industry) 

X* (total output of the hth industry) 

The above relation, when solved for Sik becomes 
Si» — bik ■ Xk 

and is called a "structural capital-flow (or stock-flow) equa- 

* More precisely, all entities are regarded as instantaneous 
rates. Therefore in mathematical jargon Sit is the 
time derivative of S*. 
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tion. The dynamic input-output model gives us a clear V 
picture of the capital structure of the economy provided we 
know the appropriate “capital (stock) coefficients” of our 
system. 

(Having understood the basic features of the input- 
output system, let us now indicate how the input-output 
approach can serve as an efficient technique for planning. 
First we shall try to find out whether it is possible to 
utilise, profitably, the static and the dynamic input-output 
techniques for the planning process. Then we shall show 
how the “linear programming” method' (of which 
Lcontief's input-output model may be considered a special 
case) can serve as an effiaent too! of planning.) 

From our analysis of the static and dynamic input- 
output models, it is evident that the dynamic approach is 
more suitable for the planning process. In both the static 
and dynamic approaches, the most important point is our 
emphasis on a definite technical relationship between input 
and output which helps us to get the technical coefficients — 
whether it be a "flow coefficient” of the static model or a 
“capital coefficient” of the dynamic model. 

In the static approach we are mostly concerned with 
the task of a detailed analysis of the web of inter-industry 
dependence. Therefore the “flow coefficient” or “input 
coefficient” concept solves our problem. For showing the 
“flow structure of the economy” with the aid of the static 
approach we must know the mput requirements of each 
industry. This input requirement, obviously, deoends upon 

It should be noted that the “generalized activity modal” 
(which is an extension ol “activity analysis” encom- 
nassitig nonlinear, as well as linear, processes) covers 
both (a) the linear programming model (ot which 
Leontief’s model is a special case), and the traditional 
curvilinear model, (as, say, in Allen or Hicks). 
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a special type of technical coefficient which indicates the 
technical relationship between the industry’s inputs and its 
* outputs. The name “input coefficient” or “flow coefficient” 
is usually given to this ^eoal type of technical coefficient 
which helps us to calculate the input ot^any—commodity i 
requir_g xL.by-an-industry-per-unit-of-its- output. It we want’ 
to form a cleat picture of the web of inter •'industry depend- 
ence in an economy we must shov;, in a distitvct manner, 
the “flow-structure” or the “input-structure” of the whole 
economy and this could be done very easily if we have 
complete information regarding “flow-coefficients” or input- 
coefficients*'. (It should be noted that the “flow- 
coefficients”, once calculated, art regarded as almost fixed 
for a short period of time.) Now if an estimate of the 
total resources of the economy is available, a cleat picture 
of the flow-structure would help us a lot. This is because 
a distinct picture of the Sow-structure of the economy would 
help us to find out whether the change m the final demand 
(constituting the demand of the house-holders and the 
government) could be fulfilled, and if it could be. what should 
be the consistent and optimum manner of doing it.* 

The static input-output approach, however, neglects 
the “capital bases” on which the flow-structure of the eco- 
nomy is founded. During the planning period the rate of 
capital formation experiences a rapid change and therefore 
the “capital bases*' of the economy cannot be regarded as 
constant elements. As the “capital-bases” are undergoing a 
speedy transformation we must first form a clear picture of 
the capital structure of die economy and subsequently 
adjust the “flow-structure" to it. Sufficient information 

* See W. Leontie!, “Output, Employment, Consump- 
tion and Investment.*’ Also see W. Leontief, “In- 
put-Output Analysis and its Use in Peace and War 
Economies’*. 
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about "capital coefJicients” (a ‘‘«pital coefScient" indicates 
the capital stock requirements of each commodity per unit of 
output of a given industry) helps us to get the capital struc' 
ture of the economy, (It should be noted that the "capital' 
coefficients" are also taken as fixed for a short period of 
time). When we properly harmonize the "capital structure” | 
with the "flow struaure" we get a comprehensive input' I 
output system which is very useful for dynamic analysis ini 
connection with planning.* 

When planning is undertaken in an underdeveloped 
economy, like that of India, aiming at rapid economte devc' 
lopment, can we apply the input'output technique? It 
will be possible to utilize the technique, most efficiently, 
provided we have proper estimates of both the types of 
technical coefficients (».c. "flow coefficient" and "capital f 
coefficient"). Unfortunately we lack complete and correct 
statistical data regarding the technical relationship between 
the inputs and outputs of every type of industry, (though a 
praiseworthy attempt is b«ng made, by a group of foreign 
and Indian experts, at the Indian Statistical Institute, 
in finding out, roughly, the capital and flow coefficients of 
a few Indian industries). Moreover, in an underdeveloped 
country, labour-intensive industries (like household, handi- 
crafts and cottage industries) are usually quite prominent in 
the initial period of planning (as is evident from India’s 

’ Given the basic conations and .ilso the time-period (say. 

5 years), one can calcalate the flow coefficients end 
the capita! coefficients of an economy. In addition to 
all this if the time shape of the final demand is alto 
known, one could find out definitely (by solving a 
system of linear joDn-homeg^enns differentisJ egua- 
Hons) what should be the consistent and optimum 
levels of outputs of various industries after 5 years- 
(See also K. Lomax. “Allocat-on and Programming 
in Modern Economics” Manchester School Magazine, 
September, 1953.) 
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planning technique) and this makes the c^culatio n-oL l ec ha 
nical coefficients still mere difficult. It is comparatively^) 
easier to calculate the flow and capital coefficients for a 
capital-intensive industry which is much better organised 
than a labour-intensive industry. 

All this does not mean that the input-output technique 
should be put on the shelf by the planners, in an under- 
developed country, in the initial stages of planning. There 
is a way out. In the absence of reliable statistical data 
regarding inputs, outputs and capital stocks of different 
industries we have to resort to, what is called in statistical 
economics, “the first order approximation method'*. In , 
otherwords, we have to assume that for every industry inputs 
are proportional to outputs. 

This assumption of ptopottionality between inp\)ts and 
outputs will not go against the model oE Professor l^ontief 
(the Harvard economist who is pioneer in this line). Pro- 
fessor Lcontief himself made the ‘‘linearity assumption” to 
simplify the analysis involved in his input-output matrix.’* 
By the “linearity assumption” we mean that the 
demand by one industry for the product of another can be 
represented by a straight line. Let us now see, what this 
means in the case of two basic industries — say, coal and steel. 
If We assume that 5 tons of coal are used in the manufac- 
ture of I ton of steel. Then, it takes 250 coal for 50 steel, 
500 coal.for 100 steel, and so on. If this is so, then the 
demand for coal by tKe steel industry can be represented by 

With a good deal ol oversimplification, one can visu- 
aluze input-output analy^ as the tec^mique ol "fit- 
ting” a one-parameter curve (i.e. a straight line 
through the oiim) to a one-dot scatter diagram. It 
is obvdous that* if the curve to be “fitted” 
had trvo or more unl&Qwn parameters, no unique fit 
would be possible (Le-, the relations -would not bo 
“estimable”). 
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a straight line” and this would satisf}' the linearity' assump- 
tion. In otherwords we are assuming that there is a fixed 
ratio be ty.'een-an industry’s output and its need for any 
specified raw material which means that there is a strict 
proportio nality, between an industry's output and its use of 
raw materials (i.e. inputs). Thus the “first order approxi' 
mation method", whidi emphasises the proportionality 
between inputs and outputs, is directly derived from the 
linearity assumption. 

The over simplified assumption of a fixed ratio between 
the output of an industry and its demand for raw materials 
is specially Justified in connection with an input>output 
matrix for an underdeveloped country u nde rtaking_planning. 
This is because the linearity assumption and the first order 
approximation method'* immensely decreases both the 
amount of information needed and the difficulty of the 
computational problem. Therefore it is of great advantage, 
specially in an underdeveloped country, where there is a 
serious dearth of reliable statisticaj informations and also of 
extraordinary computing machines like the electronic calcuU' 
tors or the giant “electronic brains'*. Thus, if we make 
the linearity assumption and utilize the “first order approxi- 
mation method”, then the input-output matrix method may 
be conveniently utilized as a planning technique^ 

Linear relationships also greatly facilitate graphical 
analysis because such relationships can be easily ex- 
pressed in the form of straight lines. 

** Actually speaking the hall-mark of Leontief analysis is 
a set of “fixed tecluiical coefficients” (the fixed “flow 
coefficients” and the “fixed capital coefficients”). 
“Fixed technical coefficients’' imply that to produce 
one unit of product, we require k units of labour, } 
units of coal, « units of steel, and so on— where k, 
j, i,. .are known numerical constants. This assumption, 
however, ,can be broken downjnto two components: 

(a) the assumption of “constant scale returns”, and 

(b) that ot “fixed proportions” between Inputs, 
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The linearity assumption not only emphasizes that all 
structural relations o£ the productive system can be geo' 
metrically represented by straight lines or planes*** but also 
shows that LeontieE’s input*output model may become a 
special case o£ a more general technique known as the 
linear programming model. 

linear programming it is assumed that every input \ 
and every output is proportional to the activity level. J 
Therefore (for a given activity!) the inpuf'output (as well as / 
input-input and output-output) ratios are constant^ But 
even in the linear programming models these ratios are 
diSerent for different aaivities. As a result o£ this the 
ratios may change from one period to another because of 
resource limitations, price considerations, capacity limita- 
tions etc.** 

In mathematical jargon, '‘linear programming” consists 
in the maximization or minimization of a linear function 
subject to a number of linear constraints. These constraints 
may take the form, either of Imear equations or linear 
inequalities. 

Now let us visualise an input-output matrix, \vith the 
linearity assumption, which would easily fit into the broad 
linear programming framework. Such a model will defi- 
nitely help us to find out whether the production of any 
final bill o£ goods'’ is possible or not. This is exactly the 

*’ The planes may, ol course, be in more than three 
dimensions. CL Burgess Cameron, Production 

Punction in Leontief Models”, Bcuteto of Economic 
Studies, Vol. sx (T), pp. 64 to 66. 

** Por a simple exposition of the linear programmuig tech* 
nique see “An Introduction to Linear Programming'’ 
by A. Chames, TV. W. Cooper and A. Henderson (New 
York- John Wil^ and Sons, Inc.) 

listing of the amounts absorbed by the “outside” 
sector (specially for consumption purposes) is called 
the *‘biti of goods**. 
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problem which the economic planner would like to solve. 
^The main question which bafQes the plarmer is whether the 
production of a given bill oS goods is possible, within the 
planning period, under a set of pre-determined constraints 
or restrictions. The linear programming technique gives an 
excellent solution to this problem.^ 

The planners should, first, make a list of the important 
restrictions or limitations in the various sectors ot the 
country's economy — constraints like capacity limitation, 
capital equipments and technical personnel bottleneclts, CX' 
change resources’ limitation, etc. Such limitations become 
very prominent'* when planning U undertaken in an under- 
developed country like India. 

The list of limitations would give the planners the 
number and nature of restrictions which would enable them 
to formulate a set of “linear constraints”.'* (These con- 
straints may take the form, either of linear equations or 
linear inequalities.) The planners should next find out the 
preference function (the function which they would like to 
maximise or minimize during the planning period). The 


** For a very interesting discussion of this problem see, 
“Technique of Programming Economic Development” 
(by Raulpiebisch. • 

” We get a really significant linear programming problem 
when we have a set of m linear constraints of the 

form aji JCj + 07* ar, + + oja = bj for j ~ 

1) 2, m. (It should be noted that n 

indicates the number of variables and that m should 
be less than n). See also — “An Introduction to Linear 
Programimng” — by A. Chames, W. W. Cooper and 
A. Henderson. (New York, John Wiley & Sons, Inc.) 
Part I Section 2 and 9. 
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ptfcference iunction sViould ht a Imcar function" and should 
roughly indicate the composition of the final bill of goods, 
which is to be produced during the planning period^ subject 
to a set of restrictions (which the planners have already 
determined). 

/Our brief survey of the mput-output analysis has fully 
emphasized the interdependence of output decisions. No 
planning board can neglect this vital point when deciding 
its preferences and output goals. In a capitalistic, “mixed” 
economy (where the private and the public sectors are work' 
ing side by side) the job of integrating production decisions 
and production processes is almost automatically done by 
the market mechanism ; yet, due to mutual interdependence 
of industries, the central planners are baffled with a basic 
problem. To solve this problem the planners have to turn 
to what the mathematician calls simultaneous solutionj^ 

(The technique of simultaneous solution was first tfiec- 
tively utilized in economics by Walras" in hU “general 
equilibrium" analysis.^ The input-output technique gives 
an empirical corrtent to the "Walrasian” type of general 
equilibrium study and shows how the Walrasian method can 
be used to extend our general understanding of the effects 
of given courses of action. 

This simultaneous solution method is also the keynote 
of Keynes’ theory of employment and income determination, 

“ We can put it in this manner ; assuming there are n 

variables, x,, then a linear function 

o! these variables srill be of the formZ = bi Xi + b- X 2 + 
. . + ba Xa, where the 6*s are known, so that in each of 
the n terms in tbs function only one variable appears 
with power one and along with a constant coefficient. 

’* Leon Wabas (1834-1910) was the first to conceive 
the notion of general economic equilibrium which 
should be contrasted with the partial-eqinlibrium study 
of Alfred Marshall. 
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The problem of mutual interdependence becomes very im- 
'portant in determining the level of national income.*“y In 
Lcontief’s input'OUtput model also the two vital building 
blocks are the mutual interdependence problem and the 
simultaneous solution method. 'Fhat is why many econO' 
mists** have recently pointed out that the input-output 
analysis is intimately related to the conceptual framework of 
Keynes’ "The General Theory of Employment, Interest and 
Money”. Both the input-output model and Keynes’ model 
are concerned with the aggregative approach. Both concen- 
trate on the entire productive system of the community. In 
otherwords, both are macro-models. Therefore both try to 
explain mainly the levels of output and factor-employment 
of the community 

But the Keynesian type of model, though it has a good 
deal of interpretative value, is oversimplified. In the Key- 
nesian model all industries arc considered to be a single 
homogeneous aggregate (or atmost to be made up of 
"consumer-goods” and the "invcstment-eoocis” industries) 
but the Lcontief model takes into account the existence of 
many industries. (^Therefore we can consider the input- 
output analysis "as a development of the analysis of equil- 
ibrium levels of social output and employment from the 
single-industry case of The General Theory’ to the many- 
industry case where the number of industries may be three. 

See R. Ruggle s — ^'National Income Accounting 
Input-Output Analysis — Its relation to Kcononxie 
policy”. Also see iL R. Klein — **On the Interpreta- 
tion of Prof. Leontiy’s System” — article in .1 R. N- 
Ston e and J. E. G. Utting — “The Relationship bet- 
vfeen Input-Output Analysis and National Accounting”- 
See “Input-Output Analysis — An Appraisal" (Published 
by the National Boieau of Economic Research, 
U. S. A.) 
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thirty or three-hundred/”*^ In otherwords, the Keynesiait 
model regai'ds the national output as a homogeneous entity, 
and does not allow us to trace the results o£ changes in any 
particular part of the production sector. The input-output 
analysis, by making an elaborate sector-wise study of the 
Keynesian system, presents a much more detailed picture of 
the aggregative approach and this immensely facilitates the 
planning process and the formulation of economic policies. 

Growth Economics and Planning 
From the comprehensive scctorwise study of the entire 
productive system we now turn to another fundamental 
problem which the planners have to solve : ^How to accel- 
erate the rate of productivity of the economy during the 
process of development and capital formation?^ Growth 
economics has close kinship to this problem. / In our study 
of growth economics we endeavour to find out not only the 
methods which should be adopted for increasing the aggre- 
gate output, but also the techniques which should be intro- 
duced for revitalizing the entire economic structure of the 
country so as to increase general productivity and also pro- 
ductivity per capita. Growth economics also refers to the 
problem of capital formation.^ This is quite obvious because 
dn any plan for increasing production, productivity or em- 
ployment must involve huge amount of capital investments. 

^ Problems related to the growth of capital as a deter- 
minant of economic growth have received considciabic 
attention at the hands of an^ytical economists because ex- 
cellent economic models can be constructed and the results 
can be used for practical analy^. Domar, Harrod and Joan 

-* See Burgees Cameron — ^*Input-Output Analysis” — The 
Economic Record, VoU SO. 1954. 
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Robinson’s” dynamic models are most important.^ 

We shall now present an over-simplified version of the 
Harrod-Domar approach and indicate how far this model 
can be used as an effective tool of planning. Let us take 
“T” for the level of national income and “t” for time 
period. Then the expansion of income between two periods 
**t-l” and "t” is indicated by Yj— Y^., and let us call it 
(i.e., increment in income between the two periods). 
Then we have the identity : 


Y, - Y,., « AY 

Now if '*/«” is the net investment in Period "t" and 
^ is the Capital-output ratio (e.g. if the original stock of 
capital at the beginning of the period under consideration is 
500 and the net output obtained from a year’s use of this 
stock along with other factors is 100 ihen^the capital-output 
ratio (g)) is 500: too or 5: 1) then we have: 

£V . X 9 I, I 


(i) Harrod — An essay In Dynamic Theory, Economic 
JouTfioI, 1939. Also see Harrod — ^Toward a Dynamic 
Economics (MacmHlan, 1649). 

(ii) Evsey Doniar — “Capital Expansion, Rate of 
Growth and Employmen'l” — Eeonometrica, April 1046. 
E. Dotnar — “Expansion and Employment ” — American 
Economic Eeview, 3Iarch 2647. Also see E. Domar 

“The Problem of Capital Accumulation ” — American 
Economic Rrviexv, December 1948. 

(iii) Mrs. Joan Robinson — ^‘^beory of Capital Accu- 
mulation.” (To be published.) The writer came into 
direct contact with Mrs Robinson during the “.Advan- 
ced Refresher Course in Economics” (held ct Poona 
in the summer of 1655) and had the opportunity of 
a discussion with her regarding the basic structure of 
her new macro-dynamic model (presented In her 
forthc.Hming book ‘‘Theory of Capital Accumulation” 

{ and alio in “Problem of Capital Accumulation.”— 
\ Macmillan, 1956.) 
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V/here is the reciprocal of the capital-output ratio, ^ 
is also sometimes called the “productivity ratio . In 
otherwords the expansion of national income between two 
periods of time is equal to the total increase in productive 
capacity resulting from the net investment amounting to It 
(i.e. why net investment i, has been multiplied by the 

productivity ratio ). 

Now we divide both sides of equation (t) by y» and 
we have: 


AY 1 , 0 

V. ~ ^ G 


AY 


h . O 
Y, C 


(3) 


. ay 

But is the samething as which indicates the 
rate of growth of output of the society c. the rate at which 
a society wDl have to expand its capacity to produce). Now 
equation (a) can be written as follows : 



But for every level of income and employment, invest- 
ment is equal to saving: therefore we can say that 
h = Si (where St is the volume of saving in period “ t"). so 
that we have; 


St O 


IE we cally^^ the savings-output (oi income) rati^ 
then we find from equation (4) that the rate of grow'th is 
determined by the savings-income ratio and the reciprocal 
of the capital-output ratio. IjK® equation (4) (given above) 
presents in a nutshell the main idea of the growth models 
conceived by Professors Hanod. and Domat^ This growth 
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equation i.e. equation (4) can be regarded as the simplest 
version of the Harrod-Dcanar formula.’* 

(Let US now see how the planners can use the Harrod- 
Domar formula i.e. our equation (4) in course of planning. 
Suppose that in the beginning of the planning period it is 
found that the ratio of capital to annual output is 5 to i, 

then ^ is ® and its reciprocal i.e.^ (the productivity 

ratio^ is j ; and if the planners decide to expand the 
society’s capacity to produce by 3 per cent per annum (r.e. 
"g” the rate of growth is 3% or ) then with the help 
of the Harrod.Domar formula, they will be in a position 


** Actually speaking Harrod’s lormula is (G* 


where “G.’’ is the warranted rate oi growth, 
“G” /lands for growth (it is the increment of total 
production in any unit period expressed as a fraction 
of total production), “S” is the fract'on of incomr 
saved and “C” is the capital coefficient of produc- 
tion (i.e. the value of the increment of capital stoch 
in the period divided by the increment oF total 
income) The Domar equation can be written in the 


following manner: f 


i fH 

« \At 


d ^ ; where “ < ” 


is the marginal propensity to save, “ ^ ” is the 
potential social average investment productivity, "Z” 
is investment, “t” is time period and “A»' denotes 
slight incremental change. From this it can be ulti- 
mately shown that, according to Domar, the equili- 
brium rate of growth depends on the size of the 
multiplier and the productivity of new investme’it- 
The equilibrium rate of growth = cr ; but we 

know that ^ (i-e. the reciprocal of the marginal 
propensity to save) gives the magnitude of ^he multi- 
plier and “d” indicates the productivity of new 
investment. 
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to find out the value cf die savings-incoroe ratio (i.c. 
^ ). U in our equation (4) We write *2 ’ 

^ for ^ and "x" (the unknown term) for ^ then 
solving equation (4) we shall find that ^ ^ • In other- 

words, if the capital-output ratio is 5 to 1 then a society 
will require to save 15% of tts annual income, i£ its rate 
of growth of output is to be 3% per annum.l Having dis- 
covered this the planners would chalk out tKe plan in such 
a manner that the community is saving 15% of its annual 
income every year during the planning period. Given the 
dipital'Output ratio, the target rate of growth of output | 
during the planning period determines the average (annual) 
rate of savings. Thus the fundamental task of the planners 
would be to find out suitable methods for generating within 
the economy the required volume of savings during the 
planning period. The planners should alio take proper steps 
for the cfEcttive mobilization and utilization of this saving 
in a manner which would facilitate the fulfilment of the 
investment targets of the plan, 

-^Now the question is: Can we apply the Harrod-Domar 
formula for explaining the development process under any 
type of planning technique? The Harrod-Domar method 
is a suitable tool of analysis when we have a process of 
balanced development during the planning period ; it would 
not be a legitimate technique when we have a system of 
-u Tibalanced growth .*’ In the case of balanced growth, 
during the planning^ period, consumption, investment and 
income grow at the same rates and as a result of this the 
savingS'income ratio and the capital«output ratio remain 

The -writer had the opponimity ol discussing this point 
with ilr Nicholas Kaldor (Cambridge University) CQQ 
Mr. Lone Tatshis (Stanford University), 
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constant during the planning period and we ere in a position 
to appiy the Harrod'Domar formuli. 

But under planning with unbalanced growth usually 
the heavy industries grow at a faster rate than the rest of 
the economy. The fundamental feature of this technique 
is that there is an unbalanced growth mainly between heavy 
industries and consumption goods industries. (This rcchnique 
was originally introduced by the Russians in their Five 
Year Plans. It is now evident that India has also adopted 
this method for her Second Five Year Plan). Th ececore >5 . 
the case of un balanc ed gr owth . investmen t_wilt grow at A 
hi eKerTate than income and inc ome at a hi gher rate th^n 
consumption *, consequently the savings-income ratio and the 
capital-output ratio will change during the planning period- 
That is why, in the case of a process of unbalanced develop* 
ment, the average of the savings-income ratio and the capital* 
output ratio cannot give correctly the annual rate of growth 
\ of output (or income) of the devclc^ing economy. 

ocherwords we cannot make much use of the Harrod* 
Domat formula, in the case of planning with unbalanced 
^growth, because during the plan'pcriod the savingS'income 
ratio and the capital-output ratio would change^ One way 
out would be to make an estimate of the rate of gro\vth of 
output, capital-output ratio, and savings-income ratio ror 
each year which would enable the planners to find out 
correctly the amount of effort necessary during each year of 
the plan-period.*^' 

\We now turn to the most recent and outstanding 
hcory of economic growth and this comes from Mrs Joan 


/“ This explains why the Indiau Planning Commission is 
y/ recently stressing so macb the importance of annual 
*1,.. Five Year 




planning and » prating out that the 
Plan IB only a broad frame work. 
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Robinson of Cambridge. Her “Theory of Capital Accu- 
mulation"” is a macro-dynamic general theory which can be 
applied to both mature and immature capitalistic economies 
Mrs Robinson's model has close kinship to Keynes' 
aggregative approach because bod\ are macro-models. But 
the main defect of Keynes' macro-model is that it is not truly} 
“dynamic”. Keynes always took the existing historical 
situation (of today) as something given and by analysing it 
he derived that particular policy which should be pursued in 
the future. For Keynes “tomorrow" will be different from 
“today" due to what has happened “today". Keynes left 
out the long period analysis ( and consequently growth pro^ 
'blcinsl^simpry belaus e he was not interested in it. JJThere-’ 
fore Keynes* "General Theory — Agerepative A p proach" _i S- 
C short^^iod maao^model and to make it a "macro' 
dynamic'long'period model", th e growth elemep t h=*^rT-^^j 
be incorporated.! I f this is done, the task of eeneca lisatioai 
of th e "General Theory'' would be comple t^ Mrs RobrnJ 
son, an ardent disciple of Keynes, has done it. Her oww. 
model can be regarded as the “dehydrated"^ Keynesiaia 
aggregative approach extended to the long period dynamicl 
analysis and, therefore, can be profitably utilized for analys' 
ing problems of development and growth in both plannea 
and unplanned economics. (Under planning the aim ii 
accelerated economic devdopment within o'* time limit i 
therefore die study of economic growth with tl^e-ljelp of a\ 
macro^ynamic model becomes really significant.) 

See 3Jjs Joan Robinson — “njeory of Capital Accumuia- 
^ lioa”. {To be published.) {Stfirtisg with the simplest 
possible model of a capitalist economy sbe finally 
constructs a macro-dynamic model and applies it to 
(a) Land, (b) Rentier, (c) Finance and (d) Value 
Theory This bas« caused another revolution in oar 
science of economics — ^‘*The Robinsonian Revolu- 
tion”). . ^ 
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Let us now find out the main features o £ Mrs Robin- 
son's macro-dynamic mod'd so that we may use it as a 
suitable planning technique and as an economic tool for 
analysing the problems with which a capitalistic country is 
confronted in the process of rapid economic development 
during the planning period 

l^ccording to Mrs Robinson the investment activity of 
the capitalists is the fundamental determinant of proBts and 
wages. Therefore the rate of acaimulation (which depends 
on capitalists’ investment activity) is the prime mover of the 
capitalistic economy and so it is obvious that the pace of 
economic development would be decided by capitalist invest* 
ment. Neict, coming to saving, we find that, though all 
classes of the community do some amount of saving, profits 
(earned by the capitalists) constitute the most important 
source of saving. (It is assumed that the volume of saving 
undertaken by salary and wage earners is meagre because 
their propensity to save is small.) But the quantum of 
profit IS determined by capitalist investment (which depends 
on the rate of accumulation) and capitalist expenditure on 
consumption 

As a result, two slices of the national product constitute 
capitalist investment and capitalist consumption and the 
remainder make up wages and salaries (though the level of 
wage depends on the rate of accumulation, provided the 
technical conditions arc given). Thus in the Robinsonian 
system salaries and wages are residual and this should be 
contrasted with the Ricardo-Marx macro-dynamic model in 
which profit is the residual dement.^ 

In Mrs Robinson's macro-dynamic analysis the most 
. important objective is not the achievement o£ full employe 
ment or near full employment condittQi\ which is< 
associated with Keynes* macro-short period analysisl 
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and is connected with the uade cycle problem. In 
her lotic-run growth analysis, Mrs Robinson is more 
Concerned with the trend factor than the clical 
factor. / She makes the trend analysis and the study o! the 
growth problem clearer with the help of the “Golden Age” 
concept. She believes that it long run accumulation takes 
place in a proper manner in the capitalist economy, the 
ideal and perfect dynamic equilibrium condition would be 
realised and this is called the “Golden Age”.^ 

^In a “Golden Age” economy the shares of wages ar^d 
profits remain constant and all elements in the economy 
expand in the same proportion which indicates that 
in such an economy there is “neutral technical pro- 
gress”** under an appropriate rate of accumulation. 
Further, in the Golden Age economy a perfectly 
definite rate of profit”, ruling in the past, will 
continue in the future and anybody, who is saving money, 
will be willing to lend it t as a result the rate of interest 
will not be much lower than the rate of profit. Moreover, 


** The toBg'iun tendency tor any economic ot social vari- 
able to rise, to remain relatively constant, or to 
decline is called the “trend”. Thereloie from a given 
series ive can get the “trend” which shows the basic, 
underlying movement- This movement never assumes 
a wave like appearance (as in trade cycles) and 
usually the “trend” is a Unear one i.c., in the form 
of a straight line. It should be also noted that the 
trend is produced by accumulation (depending on 
production functions and technical progress) whereas 
the trade cycle is mainly the resxilt of short period 
uncertainty. 

** According to Mrs Robinson, “neutral techmeal pro- 
cess” means that output per man hour is nring, as 
time goes by, at the same rate in all sectors of the 
economy. The cost ot capital goods in terms of 
’ *0 t:me is then constant per man employed. 

should be compared ^vith 
^zckscll’s natural rate of interest. 
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■n a constant manner so that ^“t 

!’« >0 be maintained In otherworr 

°«put ratio is visualised in a t “P“'' 

“■■a is so, i, automatieally foibwl ,h,^?h ^ 

and ^ofits will remain constant., 

tb= Golden Age condition 

balanced economic development" d " "P‘‘' 

^Mrs Robinson tells us tha^ there ha P"'”*’ 

corresponding to anv « f Golden Age" 

J&rst task would be^to L<U,77"''°'^ Therefore our 
ratio which is to be achieved h, ,7 Wropriate growth 
definite planning period. ^ ^ economy during a 

what •ypel'/'gt m"ntii?Mp™ 

-quire here is r^tenlfe"^ P" ^hat we 

»b.ch indicates the Wgh7 f *= economy 

permanently maintained n “P™'™ 'bat can be I 
approximately equal to potenttaj growth ratio is/ 

labour force nil n. ^he 

per head. Therefore growth of output 

and productivity target^ mSi labour statistics 

economists and LtSLiTforf 1 «™'P 

-tr-HeeconCt::^r^^-„ 

ratio? l^e™ ow°h7ti“’id™ 'T“'7 
accumulation is matched with iu^ “I 

nets should, ultimately find a 71 ■ °*“W"ds the phJ 
y. Md a technique which would malt^ 
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( the rate oi accumulation, as a proportion o£ the stock o£ 
capital, equal to the growth ratio. It means that capitalist 
investment activities have to be cotittoUed and supplemented 
jby the government. Tl ut is why the public sector c£ the 
icconomy should pl ay a vital role in a_ci Mmtt y - nn detgoin&^ 

' ^id development by means o£ planning. 

we take the case ot an underdeveloped country, like 
India, we would conclude that the rate of accumulation is 
definitely less than the apptopriatc grov/th ratio for the 
economy. The positive proof, on which this conclusion is 
based, is to be found in the chronic surplus c£ labour that 
appears in such an economy. (The unemployed and under- 
employed labour forces are symptoms of an obvious mal- 
adjustment between the rate of accumulation and the growth 
ratio). Therefore it is essential that the planners should 
properly tackle this problem of matching the rate of accu- 
mulation with the appropriate growth ratio. Once this is 
done, the chronic labour surplus would disappear, un- 
employment and underemployment problems would he 
solved and real wages, relatively to output per head, would 
rise so that all round prosperity would prevail in the 
economy.^ _ — 

V 

Balanced and Unbalanced Growth and the 
Problem of Economic Surplus 


We have already observed that rapid economic develop- 
me nt is the main aim of econom ic planning in an under- 
dcvelopcd country. But the problem is: How can we 
achieve accelerated economic growth during the planning 
period? For solving this problem we shall now examine, 
in detail, both the techniques of planning with balanced 
growth and unbalanced growth. We shall also indicate the 
3 
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importance of the problem of generation, mobilization and 
allocation of economic suipTiu during the process of growth. 

From the practical point of view, it is essenual that 
the planning mechanism should generate a fate of growth 
which is consistent with the development of the different 
productive sectors of the economy. In an imderdeveloped 
country there is a “vicious circle of poverty” which b'Coircs 
evident from the relatively low per capita income and 
deteriorating standard of living of its inhabitants. In such 
a country during the process of economic development, time 
is the great enemy because the process of moving people 
from one sector of the economy to another may net be a 
very fast one under ordinary araimstances. Moreover, if 
the Cite of growth of populatson is at all high, this will 
make the process even slower. Overall economic planning 
with special reference to population^planning ifamB^ious 
so lution. We, thereforeT^ink. that in anUnderd^elopecT 
country the pl anners should try to transform the economy 
at a rapid^ace an d the aim sho uld be the achi^rnsm of 
maximuffTTempo of economic gr owth w ithin the .shortest 
possible 

i^In a densely populated but underdeveloped cpunlry like 
India, there is an ample labour supply and in the initial^^ 
stages of development planning there would be no perma-i 
nent labour bottleneck. But the labourers in such a country 
are not in a position (at least in the initial stages) to use 
complicated modem equipments. Therefore it is highly 
desirable to devote a considerable amount of time and^ 
thought for the simplification of modern equipments in 
order to meet the requirements of underdeveloped coun- 
tries. Moreover if simple equipments and tools (which 
possess a low degree of capital intensity) are used then the 
capital'output ratio (».e. — ^ of the Harrod-Domar formula) 
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would be low and its reciprocal (ijr. — the productivity 

ratio) would be high so that the rate of growth (i.e. "g") 
would be accelerated.’y 

In otherwords, capital with a low capitaboutput ratio 
will increase the rate of development in an underdeveloped 
Country. (This is. perhaps, one of the teasorts for emphasiz- 
ing h ousehold and cottage industries in Indi a’s Second Five 
Year Plan). This process of development would^bp further 
facilitated and the tempo of growth would definitely inaease 
if in addition to the low capital-output ratio, we have a 


0 

For instance i! we take - » 2.5 ij for factory industry 
and 1,5 : 1 for cottage cum household indus- 
try then in the first case ^ ™ S 


the second case ^ = fj ^but |> 

(lor cottage industry) > (for factory industry). 

If this is so and if the saving-income ratio is more 
or less constant in the short period then from the 
simplified version of the Harrod-Domar formula 
St O 

I 5 “V • c ^ evident that a proper emphasis 


on ccTttage industries would accelerate the process of 
planned development. 

It should be noted that in a recent study of 
capital'OUtput ratios in the U. S. S. R. dur.ng Die 
1928-37 plan period. Profs. Eckstein and Gutmaan 
have shown that the average capital-output ratio («.e 
the relation between fixed capital and value of output 
during a time period) lor small scale light industries, 
'lies Tnfhin B range ol 1.6 to 2.7 and The cap'ita'l- 
\output ratio for heavy, manufacturing industries lies 
Wthin a range of 2.2 to 3.1. See Eckstein and Gut- 
mann “Capital and Output in the Soviet Union, 
.lb2&-a7” (mimeographed). 
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high savings-income ratio. (This is also evident from the 
Harrod-Domar fonnula g ~ g )* } 

But in an underdeveloped country the volume of 
savings constitutes the limiting condition (at least in the 
initial stages of rapid economic development). In the initial 
stages, before planning is undertaken, we not only find a 
lack of economic progress but also the forces which tend to 
perpetuate the “vicious circle of poverty" common to most 
of the underdeveloped countries. Consequently^ in such 
countries the savings-coefTicient is rather low. In others 
words, the low level of teal income gives rise to a low level 
of saving and that is why, in the beginning of the planning 
period, the ratio of savings to income is quite low./ 

Next the question is: (Whether the savings ratio will 
remain low for sometime in the future also? At firstsight 
It seems that the famous "ModigUani-Duesenberry hypo* 
thesis”** will provide a suitable ansv/er to this question. 
Professors Modigliani and Duesenbecry have showtt that 
long-run flow of savings usually behaves differently from 
the short-term flow. They have indicated that in the long 
run the savings ratio is constant. Now, can we apply the 
"Modigliani-Duesertberry hypothesis" and. say that the low 
savings ratio will continue to be low for sometime m the 
future in the case of underdeveloped countries? ^We can- 

’“This hypothesis, which indicates that outside saving is 
a constant proportion of income in the long-run, is 
an approximation. But it has reasonable empirical 
basis 

See Franco ModigFani — “Fluctuations ’n the 
Stmngs-IntoTOe Ratio** (Conierenee on ResearcK i'l 
Income and Wealth: “StiidLes in Income and 
Wealth”. Vol. 11). 

Also see J. S. Daesenbeny — “Income, Saving and 
the Theory of Consumer Behaviour” — Harvard 
University Press, 1949. 
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not emphatically say so because the “Modigliani'Duescn' 
berry hypothesis” is based on an “econometric model”” 
(connected with a mature economy) and may not be exactly 
relevant in the case o£ an under-developed country like India 
where there is almost no scope for any scientific investigation 
regarding the behaviour of long<un savings ratio on the 
basis of present (insufficient) data relating to savings, con- 
-sumption etc. 

We can, however, make a rough guess by analysing the 
• influence of factors affecting income distribution, degree of 
urbanization, etc. on the aggregate volume of outside 
savings. In a planned economy savings should be regarded 
as a “target'Variable” ; therefore the nature and behaviour 
of internal savings of the firms and the savings of the 
government are also quite impottant. We should also re- 
member that the aggregate product produced by the corn* 
munity is a heterogeneous mass. (This is quite evident from 
our analysis of the input'output matrix.) If this is so, then 
savings should not only be considered as a funaion of aggre- 
gate production but, more properly, as a function of the com' 
position of aggregate production. 

The savings ratio may continue to be low, specially in 
those underdeveloped countries which are susceptible to 
, “Duesenberry'demonstiation effects”. Through the various 
“demonstration effects” the consumption pattern set by the 
higher income groups is translated to the lower ones and 

** Usually the tollcfwhig procedure is adopted in the cons- 
tiuction oI an econometric model ; A system oi equa- 
tion (t.c. a model) is constructed to represent a parti- 
culat theory ol how certain variables interact with 
each other. Then by statistical techniques these 
equations are “fitted* to the actual statistical data so 
as to find out the numerical values of the constants 
in the equations chosen. Finally the model is tested 
to find out whether the results adequately explain what 
has actually occurred. 
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this gives rise to a desire for better type of goods and for 
a higher standard of living. -This type of argument may 
affect human behaviour not only on the interpersonal level 
but also on the international level.** 

Tliere may be a good deal of demonstration of the 
consumption patterns of the inhabitants of countries possess- 
ing high real incomes (i.e. developed economies) through 
the media of films, magazines, newspapers, radios and petr 
sonal contact. The opening up of new avenues of dcsirt 
among the people of under-developed countries is a great 
handicap as it lowers the propensity to save. If this hapir 
pens, then in the initial stages of the planning period] 
inspite of slight expansion of income, the savings ratio will 
continue to be low, 

^So in most underdeveloped countries, it is quite probable 
that the savings coefficient will be low not only in the 
beginning of the planning period but also for sometime in 
the future. 'This means that the ratio of savings to income 
will not only remain low in the initial period of planning 
(say, at the start of the First Five Year Plan) but will con- 
tinue to be low in the subsequent periods (say, upto Third 
or Fourth Five Year Planning period).^ 

Vlf the planners in an underdeveloped country are 
baffled by the problem of a low saving-coefficient, they must 
find out an effective solution and this lies in the tech- 
nique of “planning with unbalanced growth’^ (which we 
have partially studied in connection with the application of 
the Harrod-Domar formula). 

(^As we have already seen, “planning with balanced 
growth" indicates that all the sectors ot the economy will 


See Ragnar Nuihse, “Pioblems ol Capital FoTroation 
Under-developed Countries” (Basil Blackwell, Oxford, 
1953 ). 



GROWTH ANO ECONOMIC SURPLUS 


39 


expand in the same proportion so that consumption, invest' 
ment and income will grow at the same rates. On the 
otherhand, “planning with unbalanced growth” emphasizes 
the fact that, during the planning period, investment will 
grow at a higher rate than income, and income, at a higher 
rate than consumption, so that there is a process of un' 
balanced development. “Planning with unbalanced growth” 
is an extra-ordinary technique which has to be adopted by 
an underdeveloped economy v/hich, m spite of a low savings 
ratio, aims at accelerated economic development within the 
shortest possible time. The fundamental feature of this 
techniq ue is that there is atT u nbalanced growth between 
heavyjndust ri^ and consumpti on goods m 3u5tfle^^_.J^^ 
\^e Russians were the first to adopt this lcchniai*c-and 
their experiences, covering more than a quarter of a century, ! 
have convinced us that it is the most suitable technique 
which should be utilized by an underdeveloped country aim'j 
ing at maximum economic devdopment, in spile of anj 
initially low saving'coefiicient.) We find that in Russia 
during the planning period investment grew at a taster rate 
than consumption. The comparative neglect of consumer 
goods and over-emphasis on heavy industries, in fact, started 
from the Russian First Five Year Plan ^In this plan about 
86% of the actual investment m industry was in capital 
goods and only 14% in consumer goods.*^ ) The privation 
of the people further inacased, during the planning period, 
as more and more outputs of the various capital goods 
industries w’ere utilized for increasing their productive capa* 
cities further, rather than for increasing the output capacity 
dt the consumption goods inctustfies. 

^Inspired by Professor Mahalanobis’ Draft Plan Frame, 
the Indian Planning Commission have also adopted this 

See Bulletins on Russian Economic Development, May 
1948, p. 5. 
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extraordinary technique of “planning with unbalanced 
growth” for India’s Second Five Year Plan. During the 
Second Five Year Plan-period the rate of expansion-of the 
investment goods sector would be much^great er tl ian the 
rate of expansion of the consump tion gopds_sector. \ 

This does not mean that there would be a total neglect 
of consumer goods. It should be noted that even in the 
early stages of an industrialisation process in an under- 
developed country one cannot completely exclude the 
expansionary tendencies in consumer goods industries. 
This is because industrialisation brings about a substantial 
amount of urbanization which means that millions of ex- 
peasants will require greater amount and newer types of 
consumption goods. Moreover, India is a democratic country 
and, therefore, it is quite certain that she would never fix 
consumption standards at “Russian type rock-bottom 
levels”, though some amount of sacrifices and privrtions 
have to be undertaken by the Indian people at present so 
as to enjoy future prosperity. TTiis point is fully borne out 
by India’s Second Five Year Plan. ' 

There is, however, a silver lining even in the extra- 
ordinary technique of “planning with unbalanced growth”. 
With more increase m investment in the capital goods sector, 
there would be an automatic increase in the productivity of 
the basic industries. This would produce two important 
effects. Firstly, ther e would be a further expansion of the 
domestic mark et, i^condly. t he supply of tools and equip- 
ments for meeting the demand for consumers’ goods would 
increase and, most probably, their price would considerably 
fall the loOig sun. As a result this, the svit*seq\sent 
development of consumers’ goods industries would be quite 
rapid. Thus the marked growth of heavy industries would 
create a proper capital base which would generate the ncces- 
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sary sustaining power in the course of future rapio econo- 
mic development. 

.^.Besides this, the heavy industries would help each 
■other, grow fast in sort of a spiral and put the whole eco- 
nomy on an accelerated rate of growth. For instance, the 
power group (coal and electricity) hdp the steel and engineer-' 
ing industries and in turn is helped by them ; again all 
three help cement and chemical industries and are also help- 
ed by them. This type of interdependence of the five basic 
heavy industries would introduce an element of acceleration 
in the entire economic structure so that consumption goods 
industry would be, also, ultimately benefited. The result 
will be that, after a time lag, the rate of growth of the 
■consumption goods sector would asymptotically reach the 
rate of growth of the capital goods sector and after this 
there would be a balanced process of development. All this 
means that, ultimately, there would be an hannony between 
the processes of growth in the different sectors of the eco- 
nomy ; the overall rate of growth would increase and the 
savings-income ratio would also rise- Therefore by intro- 
ducing this extraordinary technique we end up, wilKm the 
shortest possible time, with a bjJanced overall rate of growth 
which is much higher than what we would have achieved 
with the technique of “planning with balanced growth”. 
It is evident from the structure of India’s recent planning 
technique that the Indian Planning Commission have ftiUy 
realised the ultimate advantage of this extraordinary techni- 
que and have, therefore, adopted it for India’s Second Five 
Year Plan. 

There is, however, a potential danger in the planning 
technique connected with unbalanced growth, namely, 
inflationary pressure. Inflation arises mainly because of the 
fact that the excess demand for consumei goods cannot be 
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fully satisfied immediately due to the delayed process of 
development of consumption goods industriesA For control' 
ling the infiationary situation a doublo'barrened attack is 
necessary, thirst, consumption goods productiQr\ should be 
increased as far as possible.^ To achieve this end, resources 
have to be allocated to the inflation'Sensitive consumption 
goods industries to that extent which js permissible under 
the technique of “planning with unbalanced growth”, 
^ext, the idle capacities in the consumption goods sector 
should be fully utilized and there should be more emphasis 
on the Iabour*mtensive consumption goods industries of the 
cottage and household typeSj) Secondly, with a system of 
strict direct controls, j the excessive consumption of the 
people should be checked. I In fact, direct controls are part 
and parcel of all planned processes of growth. Thui it is 
evident that, if proper safeguards are taken, under '‘planning 
with unbalanced growth” the possible risk of an extra' 
ordinary inflationary impact on the developing economy ran 
be greatly minimized. 

kThc technique of “planning with unbalanced growth” 
directly takes us to the problem of generation of economic 
surplus. If We rule out considerable amount of capital im- 
ports, the main source from which the bulk of the in'.'cst- 
ment in “capital-goods'hcavy'industries” would come is the 
“economic surplus'”* generated by the economic system 

Most ecoDomUts take the “economic surpius’’ as the 
diHerence bet'ween gross national product and aggre- 
gate “tssential consumpfon”. But it should be noted 
that tile dednitioD of “esseutiol consumption” v. ou*d 
be different for different economies 

See Paul. A. Baran — “Nat'onal Econom'e Plan- 
ning*’ in Survey of Contemporary Economics, Volume 
11, edited by B. F. Haley. Also see Paul. A. Baran 
— “Hfflections on Planning of the Ecopom’c Develop- 
ment of India”, The Eeonom'c Weekly, Vol. VIII — 
\Nq. 7. 
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during the planning period. The maximum amount of eco' 
nomic surplus” can be generated if consumption standards 
can be kept at the “rock bottom** level. This “rock bottom 
level has to be decided most judiciously so that the health 
and productive capacity of the labour force is preserved and 
political stability is maintained.^ 

^^^e extraction of economic surplus from the economy 
for the development of heavy industries, was done in an 
outstanding manner by the Russiat^ planners. j In fact, the 
magnificent achievements of the Soviet Government in the 
sphere of capital construction would not have been possible 
without the imposition of drastic restrictions on the con*- 
sumption of the masses. Soviet official statistics reveal that 
the output of steel in 1950 was 549% higher than in 1913, 
oil 320% higher and coal 799% higher. But in the rase 
of consumption goods the official figures do not show such 
a marked increase. For instance between 1913 and 1950 
the output of cotton cloth increased by about 75%, woollen 
cloth production increased by about 79% and gram produc-' 
tion increased by 56%. From this it is evident that the 
Soviet planners achieved their fundamental objective by 
keeping consumption at a low level throughout the planning 
period. 

\ But what the Russians did under a totalitarian set up 
may not be possible in a democratic country like India, j 
Lowering of consumption standard would be an unsound 
proposition in an underdeveloped country like India because 
the standard of living of cur people is already Kttremdy 
low, and there is ooase<\ueutly very little scope for depress- 
ing it further. Also in India, we would not be able to keep 
real consumption constant at an abnormally low lavel during 
the planning period because cur margin of social and politi- 
cal tolerance would be quiddy reached. That is why the 



44 


the technique of planning 


the Commission has not completely neglected 

during ° consumption goods production 

balanced growth ,ech„,,„e" aa i,a „ain budding block, yet 

in “w'' P>“"- 

SeconVn t planning,)!.. India’s 

ccond F,ve Year Plan, cottage and household .ndustries 

producer gotuJs .ndustries so as to convince the people 
that ,n sp..e of unbalanced growth technique, simple and 
essential consumption goods would be available. Moreover 
ettage mdustr.es are not only important from the productiv- 
tty point of vtew but they are also important from the 
T" u PPemployment and under- 

Snlv /' P^pl^lefna- (Rural underemployment can be 
solved m the best possible manner by dovela.bng cottage 
cum household industries with agriculture.) 

of a^^m„bc“t'd" “ o"')’ 'h' 

ttrrm bT ”°“?c must effec 

TuMr "“’PP'"* “P “t -ppi- 

Z is successful .f people are patriotte-minded so L 
there .s mm.mum pobfcal res„tance to the fiscal cum 
budgetary pehetes of the government mtroduced for this 
purpose. J 

arcrue’XTJb'e'’' 

tratively much possible because it is, aklminis- 

than from „ “P “"P'“ la'Se units 

hel ’"“a ”8an1sa.io„s 

to achieve the same results, (^n Russia, a large portion of 
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the economic surplus necessary for the development o£ the 
’ capita goods industry was obtained from the rural sector by 
wholesale collectivisation of agricultural farms in the begin" 
ning of the planning proccss.^In India collectivisation of agri- 
cultural farms is out of the question. ^India can be regarded 
as a special type of “mixed economy*'*^ where the socalled 
“socialistic pattern of society’* rests on capitalistic pillars of 
private property, inheritance, monopoly etc. and in such an 
economy co-operative methods would give the best results.^ 
That is why in the Indian planning technique, co-operation 
is the watchword and “co-operative village management” is 
the prime mover of the social engine m the rural 

From the point of view of mobilization of surplus 
savings, we must give attention to another aucial problem 
which is specially prominent m an underdeveloped country 
like India. Ijt has been estimated^' that in India and some 
other underdeveloped countries of South East Asia, private 
gold hoards are as Urge as of the rational income.^ In 
these countries, the peculiar customs or habits of the people 
ate responsible for the hoarding of surplus savings in the 
form of Jewellery, ornaments or precious metals. For tapping 
this potential domestic sa\dngs. a proper fiscal machinery has 
to be supplemented by an effective system of education and 
propaganda. Jin otherwords a systematic mobilization of 
the potential economic surplus (hidden in the country's 
economic structure) should be undertaken fo: raising the 
ratio of investment to national income during the planning 
period, j 

Before we proceed further a misconception must be 

A mixed economy exaphasizes tfie co-existence of the 
- - private and public sectors. 

See “Processes and Problems ot Industrialization in 
Underdeveloped Countries”. (United Nations Depart- 
ment ot Econoimcs end Social ASairs, 1953). 
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cleared up. In many quarters it is often claimed tliat in 
underdeveloped countries the volume of economic surplus is 
small, both absolutely and in relation to national income, 
because the volume of observed saving (and investment) is 
low and therefore rapid economic development would be 
almost impossible. Unfortunately, in this type of reasoning 
I the boot has been put on the wrong foot, iThere is too 
rriuch emphasis on “actual economic surplus” and almost 
total neglect of “potential economic surplus”, hidden in the 
country’s economic structure, which has to be tapped during 
the planning process in an underdeveloped country. 

The actual economic surplus, which is but another 
name for actually observed saving (and investment), is low 
in an underdeveloped country because of poverty and low 
standard of living. Due to poverty, production is limited to 
bare-livelihcod items and the absence of production -has 
repercussions on per capita income: most people live from 
hand to mouth and obviously they are loo poor to save. 

^But in most of the large underdeveloped countries (the 
best example is India) there is a huge volume of potential 
economic surplus locked up because of the “superfluous types 
of consumption” undertaken by the upper income groups 
and also due to the consumption of the “unproductive 
parasite class” of people money-lenders, absentee- 

landowners. retired civil servants and super-abundant 
middlemen and commission-men). In India, for instance, 
upper income brackets annually spend about Rs. 400 crorcs 
for maintaining a huge army of redundant domestic servants, 
in luxury trips abroad and m pilgrimage and sightseeing trips 
within the country, for acquiring jewellery and precious 
stones and for building palatial residences.^) This “super- 
fluous consumption” should be minimized and the potential 
economic surplus should be mobilized and effectively 
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Utilized for the process of economic development during the 
planning period. Moreover, proper attention should be 
given to the unproductive workws, whom we have called 
the “unproductive parasite class’' because they take a large 
slice of the national income and lock up a considerable 
amount of potential economic surplus in occupations uhich 
are unprodiuctwe and therefore almost useles from the social 
point of view. During the planning period the “unproduc- 
tive parasite class'* should be systematically transferred to 
socially useful cum productive projects which directly con- 
tribute to the development process. If this is done, then 
the potential economic surplus, instead of being wasted, 
would be utilized in such a manner that it would give 
further momentum to the process of accelerated gtoivth 
during the planning period. 

The final task is connected with the proper allocation of 
the “economic surplus” which has been systematically 
mobilized by means of effective measures. In otfierwords, 
we must find out a suitable strategy for the distribution of 
the investment funds among different branches of the 
economy. 

\ . Ij'irstiy, we have to note that a proper allocation of 
funds requires a three'dimensionai study involving ocaipa' 
tional preference, time preference and territorial prefer^ 
ence .’^ ) Occupational preference deals with the problem of 
providing suitable opportunities for developing particular 
occupations which were neglected m the past but whose 
development is essential now from the point of view of 
accelerated growth. ‘Time preference study is also important 

P. Sorok:n — “Plaaning in the Soviet Eeonoiny” — 
T Bolshevik— No. 24 (December, 1949). See aho A 
^,^ursky. “The Planning ol the National Economy oi 
U.S.S R ” — JIoscow, Foreign Languages Publishing 
House, 1949. 
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because allocation of investment funds occurs in stages during 
the planning process. If the time span of a particular plan 
is knoNvn then the general estimate or allocation becomes 
easier, A study of territorial preference facilitates the 
allocation of investment funds because it forecasts the crea- 
tion and development of new industries in undeveloped and 
backward areas, the restrictions and limitations on the growth 
of industries in congested and overdeveloped regions and 
the redistribution of some of the existing industries so as to 
fulfil strategic and socio-economic motives. 

^After making a proper study of occupational cum time 
cum territorial preferences, we have to concentrate specially 
on the fundamentals of the planning technique which has 
been adopted for the planning process.^ The technique 
adopted sets the goal and the tempo of the development 
programme. ^ If we ace pursuing the technique of “planning 
with unbalanced growth”, then it is necessary that the bulk 
of the economic surplus is allocated to the heavy industries' 
sector. ) For an underdeveloped country, trying to achieve 
accelerated economic growth, ibis would be an wise allocation 
as it would create a proper industrial base which would 
serve as the main building block for the ultimate grov/th of 
all industries. In fact, the planning technique together u'ithl 
the production targets, decided by the Planning Commission, 
broadly solve the problem of the distribution of the invest- 
ment funds among different branches of the economy. 

Mn the U.S.S.R. the problem of proper allocation of the 
investment funds among different output goals is solved by 
means of “balance sheet planning”.'* ; This technique con- 
stitutes the most important device in the_tooLi2aX-o£ the 
Russian planners. This method helps them to strike a 

'** See H. Schwartz — ^*‘Russa'a Soviet Economy” (New 
York ; Prentice-Hall, Inc., 1950). See also Kursky, 
op. cit. pp. 125-126. 



GROWTH AND ECONOMIC SURPLUS 


49 


balance between the .estimated supplies_D£^hc_inajot-iactDrs | 
of production and the quantities allocated to all uses. It 
ultimately produces a synchronisation between investment 
funds and output goals. ^ The. allocations are undertaken in 
stag^ First, broad allocations are made to consumer’s 
goods industries, capital goods industries, and military 
industries, and then to narrower subdivisions of those indus- 
tries. ;Ic is interesting to note, in this connection, that 
a new capital project in the Soviet Union is usually under- 
taken if the project has a high ’‘coe fficient of relativ e , 
effectiveness” **, involves minimum nroauction cost and 
utilizes readily available factors of production. ^ Projects, 
with high coefficients of relative effectiveness, get thejtop-, 
m ost priority simply because they will pay for themselves in 
the shortest time.jNext the planners compare the competing 
claims of different projects in terms of production rosts^j^ 
involved. Those projects are selected for which the produc- 
tion costs (in money terms) are the lowest. In addition to 
this, they make a note of the scarce factors of production 
involved in competing projects. For instance, if there arc 
shortages of zinc and aluminium then the planners will 
favour projects in which zinc and aluminium are not , 
required,, even though, from the point of view of money 
cost, zinc and aluminium-using projects would have been 
preferable. 

The l ast problem that baffles the planners is : How to 
choose between the technological alternatives in producing 
the desired output.*' I In otherwords the planners have to 


'* For instaTice, a capital imtaUation might require 100,000 
ruble’s ^oith of madunery which would yield savings 
of 25,000 rubles annually. This project will then have 
/ a “coefBcient of relative eSectiveness”, of 25 per cent. 
"*See F. Zweig— «The Planning of Free Societies” 
(London, 1912). See also E. A, Gutkind— “Principles 
of National Planning.** (London, 1943). 
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VI 

Study of Development Finance with Special 
Reference to Deficit Financing 
Proper understanding of the concept of economic 
surplus facilitates the study of development finance. This 
is because once v/e are aware of the existence of potential 
economic surplus, we shall tr^* our level best to tap it and 
utilize it effectively during the process of plarming for 
achieving rapid economic development. A systematic mobil- 
ization of the potential economic surplus,** hidden in the 
country’s economic structure, should he undertaken as this 
serves as the main building block upon which the whole 
edifice of development finance rests. A bold plan can be^ 
executed in an underdeveloped country if there ate strong 
evidences of hidden or potential economic surplus and if 
bulk of this surplus can be tapped and utilized in a proper 
manner. 

In a predominantly agricultural country, trying to 
industrialise by means of planning, agricultural surpluses — 
potential or newly created— -olay a vital role in the process 
of economic growth. In most cases surplus farm products 
would provide food, clothing etc to the people newly em- 
ployed in the additional development projects and indus- 
trial units which have been undertaken during the planning 
period.** If most of the workers in the “simple capital 
type” of development projects (such as irrigation works, 

** As we have already seen potential economic surplus 
j ’^constitutes a potential sonree ol saving in an under- 
developed country but it is partly wasted in the 
conspicuous outlays of upper income groupes, and 
^ tor the mprodvietvve Ute 

' — ^ money-lenders, redundant civil-servants, absentee- 
landowners and lazy village gossip-mongers. 

** See Uses ol Agricullural Surpluses to Finance Economic 
Development in Under-developed Countries — Commo- 
dity Policy Studies No. 6, F.A.O., June, 1955. 
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roads etc.) are recruited from the army of under-employed 
farm population, the prohlcm is easier. These newly em- 
ployed workers were consuming food and maintaining them- 
selves before they were put to work in the development 
projects. How was that possible? It was possible because 
the “productive” agriculturists were supporting their “un- 
productive” brethren. In the process of “joint-family 
consumption” of farm surpluses the absolutely under- 
employed or unemployed (some of them, who spend most of 
their time in arranging village religious ceremonies and 
other functions or kill their time by taking part in village 
gossips, definitely belong to the “unproductive” class of 
workers) brethren draw heavily fiom the potential agricul- 
tural surpluses of those who actually work from dawn to 
dusk in the farms. This potential surplus was wasted, from 
the point of view of national economic development, when 
fKe'^pr^^ctIve^^^woiEeHIZ3^reTec3mg~tHiIf~~unpro3ucti^ 
'“Bfcmren. But this potential .surplus is a potential form^f 
saving and if properly utilized it can solve both the problem 
of rural under-employment and the task of capital forma- 
tion. The Indian Planning Commission has fully grasped 
this point. In India’s five year plans we find that Com- 
munity Development Projects, irrigation works, road- 
construction and other simple capital projects play a vital 
role and facilitate capital formation during the process of 
economic development. This capital formation is also being , 
partly financed by utilizing the potential economic surplus 
which exists because of the joint family system in the 
villages where usually the “productive” labourers maintain\ 
their “unproductive” brothers and sisters. But it should be j 
remembered that this process of utilization of potential farm 
surpluses, for maintaining the newly employed (and previous- 
ly under-employed in the snllages) labourers working on 
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simple capital projeas, would succeed provided it can be 
assumed that the workers who remain in the agricultural 
sector continue to produce at least the .previous level of ouV' 
put and do not change their previous leye l of pet capital 
^nsumption. These assumptions may not be true in an' 
underdeveloped country like India where the per capita 
consumption of the “productive” workers in the agricultural 
sector is low because in most cases they have to support their 
“unproductive” relatives. I£ these “unproductive” workers 
arc withdrawn to simple capital projects it is quite likely 
that the “productive” workers, who remain in the farm, 
would consume a slightly greater portion of the farm pro- 
ducts. How can we counteract this tendency? The long 
period solution lies in the expansion of domestic pr oduction 
for which -a chorougk ogorg aniga tion of agrieultuce_ is 
necessary. The immediate remedy will be found in some 
sort of foreign help or in some measure of compulsion. 
Compulsory surrender of “potential farm surpluses” by the 
“productive” agriculturists may not be achieved with cent 
per cent success in democratic underdeveloped countries like 
India. Therefore it would be useful if farm surpluses of 
foreign countries could be obtained either as grants or as 
long-ter m loan on con cessional terms. The latest report ob 
the ECAFE shows that recently there has been an agticul-\ 
tural prosperity in the ECAFE region and countries like* 
Burma and Thailand arc faced with the problem of market' 
ing their farm surpluses. Such surpluses could be effectively 
utilized by those underdeveloped countries in the ECAFE 
region which are pUrming for accelerated economic growth. 
The surplus farm products woidd aid additional effort for 
rapid economic growth in the underdeveloped countries if 
they ate profitably utilized in a number of additional 
“simple capital type” of development projects. In such cases^ 
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a part of the resources, required for rapid economic dcve^ 
lopment and capital formation, is coming from the surplus 
farm products in two ways. In most cases these farm sur^ 
pluses could be directly utilized for feeding and maintaining 
the workers while they are on training and also for paying] 
them in kind when, after the completion of training, theyj 
are actually working on the projects. In a few special cases, 
where payment in kind may not be accepted, finance may 
be obtained through the disposal of farm surpluses in the 
domestic markets. There is, however, a potential danger in 
the utilization of foreign farm surpluses for domestic econo' 
mlc development as this would affect prices of domestic farm 
products. But it should be remembered that with accelerated 
economic growth pec capita income would increase and 
standard of living would improve. As a result of which 
per capita consumption of food (both quantitatively and 
qualitatively) would go up and therefore increased supply of 
farm products, both from domestic expansion of agricultural 
production and from foreign grants and loans, would even- 
tually match the increase m food consumption. In the 
meantime the fall in prices of domestic farm products may 
be prevented through the pursuance of a vigorous agricul- 
tural price support policy by the government. 

It is quite true that potential economic surplus (specially 
farm surpluses which are wasted in the unproductive con- 
sumption of virtually unemployed persons), if properly 
mopped up, can become the main key to development 
finance. But a study, dealing with the main sources of 
potential economic surplus and its systematic utilization, 
tells us only about the general nature of development finance 
and not about its constituent parts. We now come to the 
constituent elements of development finance. The 
sources of finance for development purposes are 
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folir; foreign aid, taxaoon, domestic borrov.Tng and 
deficit financing. First let ns turn to foreign borrow^ 
ing or outright aids for development. Most of the 
underdeveloped countries are living in a vicious circle 
of low productivity, inadequate education, poor health and 
very litde capital equipment. Foreign aid might act as an 
effecti ve starter hut, all hy ttsdf, it would not be able to 
break the vidous aide For piercing the circle, in an 
effective manner, heroic effort and discipline in the domestic 
front are absolutely necessary. Economic development can" 
not be implanted from outside simply through foreign aid. 
Outside sources of funds wtU. not accelerate economic deve- 


lopment unless in the underdeveloped countries there are 
fundamental changes in both the mental outlook and the 
technical knowledge and craftsmanship of the whole popula- 
tion (and speaally of the rural community). The various' 
facets of the development plan should be carefully co- 
ordinated so that the masses are provided with the decent 
standards of health, of education, and of social security. 
Simultaneously a public spirit and a sense of responsibility 


should be injected into all sections of the population. The^ 
process of economic development in the unde rdevel oped! 
countries can be compared with the arduous m ethod ofi 
dimbing a stiff hill. Foreign aid can produce the initial \ 
impetus which vrifl make the climb seem somewhat less 
painful in the beginning but it subsequently there is an 
absence of an indigenous and articulated movement, die 


dimbing process would end abruptly. ' 


Most underdeveloped rountcies have bitter cjtperiences 
of imperialist domination in the recent past and, therefore, 
thty wually have considerable doubts as to the purposes of 
foteigti_aid*_Hbethwaecbiii^^ therefore the 

governments of most of the underdeveloped countries would 
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be prepared to accept foreign ecorwmic assistance if it is 
offered without any strings attached. From this point of 
view the most suitab le type of external assistance would be 
foreign loans given on a purely comm ercia l basis though, 
In most cases, for such loans rather a high rate of interest 
has to be paid by the borrowing country. Therefore too 
much reliance should not be placed on foreign loan of the 
commercial type as its price is too high and also because of 
subsequent complexities in making interest payments-’ in the 
face of balance of payments difficulties. 

What next? We now turn to taxation as a source of 
development finance. Taxaton is. perhaps, one of the main 
instruments for mobilizmg domestic savings in under- 
developed countries with low volumes of national income. 
But in some of the underdeveloped countries the iton- 
monetized sector is usually quite large~-for instance a large 
number of village folks may be accustomed to a simple 
barter system which means that they are outside the money 
economy. If in addition to this most of the people are 
either close to the subsistence, level oc. even below the 
level, mass taxation is almost impossible under a democratic 
set up and is also less impiorlant for our purpose because of 
its anti-developmental character. The ordinary peasants of 
underdeveloped countries cannot be taxed heavily because 
their per capita incomes and standard of living are precafi- 
ously low. It is also diffiailt to obtain a g reater share of-t ax 
rev enue from the sala ried mid dle class as, in most cases, the 
existing tax burden, is quite high and in particular cases (as 
in India) the task is more difficult because of an inflationary 
impact on the economy during the process of economic deve- 
lopment. A rather "heavy tax "burden on the middle class ! 
would prevent further expansion of this class and if middle ( 
is gradually squeezed out, not only the main stabilizing I 



STUDY OF DEVELOFMliNT FINANUt 


57 


force in capitalism would pcter_away hut the main source 
of semi'skilled, skilled arid ptoEcssional workers would also 
disappear. If we cannot tax heavily the ordinary peasants 
and the salaried middle clashes during a planned process of 
growth in an underdeveloped capitalist economy, how 
should we mould our fiscal technique so as to suit our 
purpose? 

In determining an appropriate taxation programme for 
underdeveloped countries in the process of accelerated 
growth, one should hear in mind that the basic need is to 
increase the coefficient of domestic saving. One method of 
achieving this would be to mould the fiscal instruments in 
such a way that a substantial proportion o f private invest-^ 
ment takes the form of reinvested earnings by business firms 
which retain them rather than distributing them. In other' 
words with the help of a teduaien or deferment of the taxes 
on reinvested earnings, capital formation in the private 
sector would be facilitated and domestic saving would be 
augmented* 

The fiscal instruments should not only be adjusted, in 
an effective manner, for encouraging saving by entreprej:_ 
neurs before their incomes flow into consumptwrj, but taxes 
should also be used directly for curtailing consumption of 
high income groups on luxury and semiduxury items. An 
expenditure tax,** with high exemption limit, should be 
introduced so that only the better-off class is affected and 
not the whole population. Mr. Kaldor, the chief proponent 
of the "expenditure tax formula’* believes that "if the same 
amount of money were raised from the well-to-do by 
means of an expenditure tax as is raised by income tax, 
the consumption of the rich would be bound to be less, 

** See Nicholas Kaldor— An Expenditure Tax (Allen and 
Unwini* 
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_’and their savings correspondingly greater,’' If this is so, 
‘ then the expenditure tax formula would considerably aid 
the process of raising of the coefficient of domestic saving 
in proportion to the growth in the gross product of the 
country in the process of development. An expenditure 
tax, with high exemption limit, not only facilitates the 
process of economic growth by reducing capitalist's con- 
sumption and by increasing domestic saving but is also 
helpful in another way. By reducing the demand for im- 
ported luxuries (mostly consumed by the upper income 
group) it considerably mitigates the worries connected with 
an adverse balance of payrnents. 

The introduction of expenditure tax, with high exemp- 
tion limit, would undoubtedly produce a constraint on the 
consumption of higher income groups and broadly speaking 
its ultimate effects would be somewhat similar to those of 
'additional taxation of a wide range of luxury and semi- 
luxury goods. But by emphasizing only an expenditure tax 
(with high exemption limit) or by directly introducing 
higher taxation of luxury and semi-luxury products alone, it 
would be difficult to raise sufficient revenue for the financing 
of a bold plan during the development process. Therefore 
the expenditure tax should supplement the progressive 
A income tax. But the progressive income tax formula should 
be so. adjusted, that the higher rates of personal income_tax 
are accompanied by some relief for earnings which are 
reinvested. 

Underdeveloped countries, during the process of 
growth, should also depend on indirect taxation of both 
foreign trade*’ and domestic trade. They should rely more 

See “Preliminary Study o{ the Technique of Pro- 
gramming Economic Development” (United Nations 
Economic and Social Council, 19S3) Part I, ch. 1. 
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on import and _export_dut^es. Firstly, from the technical 
oun administrative pomt of view import and export duties 
arc d&Gnitely superior to excise taxes and sales taxes levied 
on domwtic trade). This is because import and export 
duties can h^easiiy lewd at a few basic points of the 
economy where we have a large concentration of v/holc' 
salers who usually handle the bulk of the imports and 
exports. But in the case of underdeveloped countries the 
cost of collection of e xcise taxes and sales taxes is much 
greater because the gross product comes from millions of 
small producers and is sold through millions of trade 
channds. Secondly export and import duties do not bear 
the characteristics of “mass taxation” and therefore we 
diould not regard them as an ti>dev&lo pmental_fiscal_ insttu- 
ments. But heavy taxation of domestic trade will mean 
higher rates of excise duties and sales taxes on almost all the 
important categories of domestic product. Such taxes 
would, therefore, fall on the ma» of people who arc either 
on the subsistence or below the subsistence line and would 


be detrimental to the development process. In otherwords, 
both from the administrative and developmental point of 
wew it is better for the und^deyeloged gn mtries to rely on~] 
a heavy dose of indirect taxation on foreign trad e and a mild j 

dose of in^ett _tixationjffl jq mestic trade. \ \ 

But it may so happen that both the volume of exports 
and imparts, as compared to the national income, are quite 
low which would mean that the tax revenue from export 
and import duties would be correspondingly low. For 
instance in India the volume exports is about 9 per cent 
of national income bec ause die major portio n of the gro^"" 
produce pr oduced^ consum ed by her own people 
b^nse of the “underdevejoped” nature of som e of her 
major export industries. 
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Due to a low volume _of exp orts, imports have to be 
artificially adjusted to a correspondmgly low level or other- 
wise there would be balance of payments difiiculties. In 
such cases, in spite of full emphasis on indirect taxation on 
foreign trade, sufficient tax revenue may not be forthcoming. 
But that does not mean that we shall give undue emphasis 
on excise duties, sales tax and other types of taxes which 
fall heavily on all important items of domestic trade and 
inaease the hardships of a great majority of people who are 
on a precariously low standard of living. If so, then what 
type of fiscal solution should be applied in such cases? 


Where export and import duties do not raise sufficient 
revenue, and excise duties and sales taxes arc not pushed to 
extreme points, the basic solution lies in the introduction 


of a special type of. 


self-sufficient _or more '.than_ self-sufficient farmers. The 


number of “more than self-sufficient” farmers would increase 


with the progress and implementation of development pro- 
grammes in the rural and urban areas because such projects 
would reduce the pressure of population on land and would 
improve the technique of farming. F^>11 tax is a prominent 
member of the family of lan d taxes and can be effectively 
used for tapping the farm surpluses of “above the average” 
farmers during the process of development. The poll tax 
is a specially suitable fiscal instrument for raising substan- 
tial tax revenue in those underdeveloped countries where 
with the process of industrialisation the agricultural sector 
undergoes rapid transformation. Such a transformation and 
reorientation of agriculture increases the volume of farm 
surpluses and consequently poll tax yields arc substantially 
fspanded. 

Thus under taxation as a source of development 
finance we specially emphaaze an expenditure tax (with 
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high exemption limit) and a special type of poll tax (dtrealy 
levied on fanners enjoying farm surpluses). These two 
taxes also have the Special merit of tapping a substantial 
amount of potential economic surplus which can be used in 
a planned manner during dre development process. 
Expenditure tax, with high exemption limit, efiectively 
mobilizes the potential economic surplus which is usually 
wasted by the upper income groups in the excess consump" 
tion of domestic and for^gn luxury items and in the 
acquisition of ornaments and jewelleries. A poll tax on 
farm surpluses effectively taps the potential economic surplus 
in the agricultural sA^oz. 

We now turn from taxation to domestic borrowing. 
The success of a domestic borrowing programme depend 
on the volu me of mUabte savings and o n the insti rntfans 
and methods which facilitate borrowing. In the begitming 
of the development process the volume of domestic saving 
would be naturally low in an underdeveloped country 
because of the vicious cirde of poverty. Thus in the initial 
stages of a programme for planned development, domestic 
borrowing would nc»t {provide a substantial amotmt of deve- 
lopment finance. But things would improve with the 
progress of the development programme as the two main 
sources of domestic saving would show better results. 

What are these two main sources and how do they 
yield mote saving under a programme of accelerated econo- 
mic development? Profit is a major source of saving and 
under a planned programme of industrialisation in a 
capitalistic underdeveloped economy the private sector is as 
important as the public sector. Every step should be taken 
for the expansion of the private capitalist sector in a way 
which would fadlitate the emergence of a class of profit- 
making entrepreneurs who are usually more thrffty than the 



62 


THE TECHNIQUE OF PLANNING 


landlords, the wage-earners and the salaried middle classes. 
The profit maJcer saves mote dian other people because he 
knows that the quantum of moneys, which he possesses, 
determines his power and position. Th^ «;pco nd source of 
^ving would be found in the nP the erono my 

and it becomes more prominent as farm surpluses inaeasc 
under the process of planned economic development. For 
tapping this saving special rural bor rowing com paigns must 
be undertaken and a chain of rural savings banks, or other 
specialised institutions for mopping up rural savings, should 
be established in the villages. People save more if savings 
institutions are within their easy ^eachi The borrowing 
programme would be more successhil if savings institutions 
and other facilities are pushed right under the indi vidual's 
nose: For this post office savings, co-operative .village 
community savings,, friendly savings, societiss smd street 
savings groups, among others, should be properly organised. 

Thrift and saving’s habit may be accentuated byjneans 
of propaganda. People save more if they are fully convinced 
about the necessity and urgency of cultivating frugal habits. 
Mobile savings bank units should be started m the rural 
areas which would reach the doors of the peasants. These 
'mobile units should be attached to the mobile village post 
offices and propaganda units. The combined mobile unit,^ 
by means of film shows, distribution of pamphlets and 
booklets, display of posters and wall papers and door to doon 
propaganda regarding the adiievements of the plan and thq 
success of the development programmes, would catch the 
imagmation of the p eople.a^ infu^ them with 2eal and 
enthusiasm. If people are persuaded in this manner they 
would deposit more money in the mobile savings banks and 
in other savings institutions dose to their dwelling places. 
The saving’s spirit can be further accelerated if the postal 
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authorities issue special tokens and savings certificates com- 
memorating the fulfilment of the ouutanding targets of 
the development plan. 


If an underdeveloped country undertakes a bold and 
daring devdopment plan, the usual sources of finance may 
net suffice and consequently more attention has to be given 
to that extraordinary technique of development finance 
which is known as defidt financing. The unusual method 
of finandng the developm^t” programme is by incurring 
deficits. Defidt finandng, in the context of underdeveloped 
countries, refers to the creation of new money for filling up 
the gap between plan ned ex penditure. and_ ^estimated re-l 
ceipts. If a courageous and rigorous outlook is adopted for 
the developmenf plan and if daring and generosity instead 
of parsimony prevail, the development finance programme 
ffiould be a bold one and defidt finandng should occupy a 


pivotal position in that pro gramme,. 


In many quartets it is claimed, often on the basis of 
reasoning and evidence of inaedibly low quality, that defidt 
financing, because of its inflation^ potential, is ten times 
more dangerous^than finandng by means of domestic 
borrowing. Such Nvriters make a fundamental mistake , 
because they give mote attention to the pattern of existing \ 
saving rather than the volume of potential saving when they ^ 
discuss defidt financing viS'a'vis domestic borrowing. - 


The mam opposition to a bold programme of defidt 
finandng, in the context of planned economic development 
in an underdeveloped country, stems from a peculiar m is« 
concepti on. In the initial stages of planning in an under- 
developed country ffiere is every chance that a too ambitious 
domestic borrowing programme would fail simply because 
in the beginning of tbe development process the coefficient 
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of domestic saving is too low. If this happens and the 
planners resort to deficit financing then it is customary to 
overemphasize the infiationary impact of such a programme 
anc^to s pot red light where actually there is only a yellow 
signal. 

From the point of view of deficit financing the most 
important thing is the generation of economic surplus during 
the process of development. T*his is because the volume of 
saving directly depends on the economic surplus currently 
generated in the economy. During the planned process of 
development in an underdeveloped country surplus labour 
and unemployed resources would be utilized by the cntreprc' 
neurs and the government and this would facilitate the 
generation of a greater volume of economic surplus and 
consequently the volume of saving would be augmented. 
If this saving is ultimately mobilized and utilized in a 
proper manner then deficit financing, in the initial stages of 
planning, can be regarded as process of advanced^rrowing 
from the potential saving of the community. 

To clarify our point of view we give below an illustra- 
tion where We indicate side by side two hypothetical deve- 
lopment plans. These two plans are almost identical. 
There is only one point of difference which is connected 
with the patterns, which savings assume, in the financial 
counterparts of both the plans. In the first plan we shall 
show that the deficit between government expenditures and 
estimated receipts is mostly wvered by the issue of bonds 
and securities to the public (which is an indication of the 
success of the borrowing prt^amme during the planned 
process of development). In the second plan most of the 
deficit is covered by the issue of new notes (perhaps due to 
an unsuccessful borrowing campaign). 



Governmental Accounts in the Plans 



IL Private Sector Accounts in the Plans 
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A &st look at th£ plans (given in our illustrations] would 
make most people think that the Second Plan, where the 
defidt is covered mostly by the creation o£ new notes, is 
more hazardous than the First Plan specially from the point 
of view of inflationary eflects. But a supetfidal analysis is 
not enough for this purpose. Let us probe deeper into the 
problem. We find that in each one of the plans (in our 
illustrations) the net saving generated is equal to Rs* 2,000 
crores. This ne t yving, whid^ mainly comes from the 
aeation of economic surplus during the process of growth, 
is the fundamental building block of any process of deve' 
lopment finance. Whether this saving is kept in the form 
of notes or Bonds is a matter of secondary importance. The 
most importan t point is whether the additional amount of 
public »pehditure, on development projects, is equaHn value 

toj: 1 nis.Jiet_saxing. If this is so and if most of the public 

investment is on productive projects, with weli»adjusted 
maturities, there would he only a mild dose of inflation 
during the development process. In most cases the primary 
cause of the inflationary process would be found, not in the 
pattern which savings ultimatdy assume, but in the greate r 
degree of inelasticity in the supply of essenh al-Cons iimptio n 
jQ goods; * If the supply of food and cloth is elastic, one should 
1 not worry too much about the inflationary impact of the 
deficit financing programme. But it is difficult to achieve 
absolute elasticity in the supply of food and cloth during the 
process of expansion and growth 5 therefore some amount of 
inflation might result from the defidt finandng technique 
of finandng development projects. But the impact of this 
inflation can be minimized to a great extent if most of the 
created money is spent on a bag of properly selected, pro' 
ductive public investment projects with weil-balanccd 
maturities. It should be teroembered that mild inflation 
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goes well with the planned process of accelerated economic 
growth. Some inflation is helpful to the process of growth, 
provided it is kept within bounds.^ Strong reasons can be 
put up in support of this view point. F irstly, mildjo flation 
facilitates the process of shifting labour units S'om a position 
of underemployment to more productive occupations. The 
transition of man power from low productivity jobs to high 
productivity activities can be achieved in a smooth manner 
if the incentive of higher rewards exists in the more produce 
tive activities. This incentive of higher remunerations is 
absent when prices arc cither constant or falling ; but it is 
quite prominent in a period of mild inflation when it can 
be expected that marginal profits would exceed the marginal 
costs of production. Seco ndly mild i nflatioa..ifr-helpful:iJo 
de.vglnpm»nt~pl^inniT\g-twa«o it _out> 

put by means of higher price-incentives. Economic 

development necessitates that the produce of farmers per 
head must expand as this would provide a growing surplus 
per head from which the non-farmers could be fed during 
the process of growth and expansion. A moderately rising 
price level is conducive to the process of industrialisation 
because it increases the food stock necessary for maintaining 
the urban population. Lastly mild inflation, by raising pro- 
fits, stimulates cap ital forma tion in the private sector during 
the process of economic growth. If the economy has a good 
number of risk-taking and bold industrial capitalists, who 
invest a large portion of inflationary profits in fixed capital, 
then it is obvious that mild inflation would accelerate capital 
formation. ^ 

Thus an ambitious development plan would require a 
bold programme of deficit financing and one should not be 
unnecessarily worried about it if proper safeguards are 
ao^pted. One should not be unusually perplexed if mild 
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inflation results from the process of deficit financing of 
development programmes because a moderately rising price 
level facilitates economic development. More over, ifj .cices- 
are rising at a rate less than the rate of interest, there is 
almost nil chance of making profit from speculative transac- 
tions. In fact, we shall have all the advantages of inflation 
for capital formation and shall avoid the hazards of specula* 
tlve extravagances, if prices rise on the average by three to 
four per cent per annum. 

To sum up, if the usual techniques of development 
finance are inadequate for financing a development plan 
with a daring programme, we should — without hesitation — 
switch over to deficit financing which is a process of 
advanced borrowing from the potential savings of the com* 
munity. If the development programme consists of pro- 
ductive and well-balanced projects and if proper measures 
are taken for inaeasing the supply of food and cloth, side 
by side with the process of reinforcing the capital base of 
the economy, there would only be mild inflation. Such an 
inflationary process would definitely be helpful in the initial 
stage of industrialisation and economic development which 
is always somewhat painful. But this inflation would peter 
out of its own accord, after a suitable time lag, because the 
additional output of consumer goods, made possible by the 
initial process of wpital formation, would ultimately flood 
the market. 

' Vfl 

Conclusion 

From our analysis of planning technique it becomes 
evident that planning is a detailed process and it involves 
complicated programming spedally if the aim is to achieve 
accelerated economic development within the shortest period 
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of time. Therefore, unless one fully understands this 
complex method of programming, he does not really under' 
stand planning. The mechanics of planning can be appre* 
ciated if our knowledge of economic theory is supplemented 
by practical experience and foresight. A plan is not a static 
economic framework but it is a dynamic picture of a nation 
marching forward in all walks of life. Therefore plans arc 
not chalked out “once and for all". Perfect plans are seldom 
to be found. Plans have to be adapted to unforeseen cir- 
cumstances and original mistakes have to be corrected in 
course of the execution of the plans. Thus the working out 
of an economic plan depends on the method of successive 
approximation. 

Recently more attention is being paid to development 
planning. Here the planning process is used as a technique 
of programming economic development so as to achieve 
accelerated economic growth in underdeveloped coUH' 
tries. In underdeveloped economies, road blocks 
confront us on all known avenues to advance. Shortage 
of capital, lack of technical personnel, countrywide 
poverty, with the consequence of a low volume of effective 
demand, a large labour surplus — these are the fundamental 
obstacles to progress in underdeveloped countries^ — If these 
obstacles are to be overcome, and if industrialisation and 
modernisation of agriculture are to be achieved, it is essential 
that the underdeveloped countries break new ground. That 
ground will be found in development planning. 

The study of the technique of programming rapid 
economic development is facilitated by the knowledge and 
clear understanding of the input-output analysis, linear pro- 
gramming method, and growth economics. This is because 
the central theme of a development plan is the determining 
of investment needs by sectors. Actually speaking, the 
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fundamental objective of the development programme is to 
provide some idea of the composition of investment, so that 
the economy can attain an appropriate rate of growth. The 
knowledge that in a conaete case of a given economyt a 
spedfic rate of growth would require a certain composition 
of investment (over a definite period of time), undoubtedly, 
provides us with a powerful ipstrument tor planning deve- 
lopment programmes. 

It is a well known fact that different segments of the 
economy ate held together hy bonds of mutual support. 
Therefore it is often emphasized that all sections of the 
economy must keep as much in step .as possible. Develop- 
ment planners cannot proceed with the programme of 
industrialisation in an underd^v'deped country if pro- 
ductivity in agriculture is not substantially increased. Tims 
an ovemll balance between industrial growth and agricul- 
tural development is of crucial importance from the point of 
view of development plannning. 

But if the economic plan wants to achieve accelerated 
economic growth within a short period of time, it must 
have a bold and daring outlook. In such a case it would 
not be judicious to maintain a definite balance between the 
rates of growth of consumption goods industries and capital 
goods industries. A greater emphasis on heavy industries 
is required as this would strengthen the forces leading to 
the domestic capital formation and would create a strong 
capital base for future economic development. Therefore 
in the initial stages of planning, ^tential economic surplus 
should be wrested from current unproductive consumption 
and should be mostly invested in those capital projects 
whose returns will go where they will be used for further 
investment, so as to pcod.uce an indefinite process of capital 
formation and accelerated grovrth. For financing such a 
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bold development plan in an underdeveloped country the 
ordinary methods are usually inadequate. Therefore the 
financial experts should bring out from their tool box the 
extraordinary technique of deficit financing for covering the 
gap between total expenditure and total revenue during the 
planning period. 
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SPOTLIGHT ON PLANNING 
IN INDIA 

I 

Introduction 

Planning for achieving accelerated economic growth ^ras 
first "though't'of in a practical manner-in India in 1938. In 
that year the National Planning Committee, under the 
Chairmanship of Shri jawaharlal Nehru, was appointed by 
tite Indian National Congress. The National Planning 
Committee collected s-aluable materials but, due to political 
disturbances in India during the period of the Second ^Vorld 
War, its tvork n*as seriously hampered. Therefore, mainly 
because of ads'erse circumstances, the National Planning 
Committee svas unable to prepare a comprehensive blue print 
of an economic plan for India. But in January, 1944, 
eight Indian capitalist businessmen chalked out a “ Plan for 
the Economic Des-elopment of India ”, popularly knossm as 
die '■ Bombay Plan ” which envisaged planning ■within tiie 
capitalist economy for boosting up standard of living and 
per capita income of the Indian people rvithin a definite 
time-period. ^ 

The Bombay Plan aimed at doubling of the Indian per 
capita income in 15 years and for this purpose it ■wanted 
to achieve a tivo-fold increase in agricultural output and a 
five-fold increase in industrial output during the planning 
period. Thus it is evident that a programme of intensive 
development of industries constituted die keystone in the 
arch of this plan. Basic industries were emphasized more 
than the consumption goods industries in the initial period 
of planning. This is because the authors of the Bombay 
Plan believed that the heavy-key industries constituted “the 
basis on which the economic superstructure envisaged in the 
plan tvould have to he created.” This clearly"pfoves~thar 
even Indian capitalist planners appreciated the basic logic 
of the Russian technique or'^^m^ng sviih unbalanced 
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growth”' in which the main strategy is to place primary 
importance to the basic lieavy industries and to keep con- 
sumption at the “rock bottom level”. But the Bombay 
Plan (as also India’s Second Five Year Plan) made no 
attempts blindly to fit this planning strategy of a “seige” 
economy into the general framework of a democratic and 
popular plan. The Bombay planners tvere determined to 
step up the living standards of the Indians as quickly as 
possible; therefore they saw to it that the disproportion 
between capita] goods industry and consumption goods 
industry did not reach high Iteights. Therefore it was 
proposed in the Bombay plan that small scale and cottage 
industries together with the factory industries would 
increase the consumption goods production in a proper 
manner during the planning period. In other wor^, th^ 
Bombay plan accepted a modified and milder version of thi 
Russian strategy as its basic planning technique. It wil^ 
also be evident in the course of our discussion that the 
Bombay Plan contained in an embryonic form the basic| 
strategy proposed in India’s Second Five Year Plan. uy^i -^ 
Thus the Bombay Plan was a courageous first step 
towards planning in India. Its overall approach was 
broadly correct. But its main drawback was in its failure 
to discover a set of targets xvhich were not only optimal but 
also mutually consistent. The authors of the Bombay Plan 
were mostly practical businessmen and therefore they failed 
to probe deeply into the proper methodology of planning. 
Consequently they did not give serious thoughts to the 
process of finding out simultaneously the right size of target 
for each sector, taking full account of its dependence on 
other sectors and of other sectors on it. Because of this 
basic defect and because of the absence of a proper set up 
for the fulfilment of an economic plan, no serious attempts 
were made for the implementation of the Bombay Plan, 
though it served as the main source of inspiration to the 
pioneers of planning in India. 


' For a detailed analysis of diis teduiique see Part I, Section 5. 
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A REvrE^v OF Inbia’s First and Second Five Year Plans 

Since independence, the Indian Government has pai( 
a good deal of attention to development cum social welfan 
programmes. For the proper co-ordination of thes' 
programmes and for achieving the nSk ot~ accelerated 
economic development for'TRr-lndcnr^COitsmy.irpToper 
emphasis on overall economic planning rs'as a necessity. 
Therefore the Indian Planning Commission v;as appointed 
in March 1950 for estimating the available resources in the 
country and for formulating a comptehensis'e economic plan 
which tvould utilize the resources and would set the output- 
goals in such a manner that rapid economic development 
u’ould result during the planning period. The final report 
of the Planning Commission was presented to the nation 
in December 1952. It contained the detailed framework 
of the First Five Year Plan for the years 1950-51 to 1955-56. 
The First Plan originally announced an outlay of Rs. 20,690 
million over a five-year period. Subsequent!)', due to the 
undertaking of additional programmes the outlay ts'as 
revised to Rs. 2S.56Q million. This was rather modes t 
^because it represented a_little mote Jthan 4 p_er cen t p f 
JncTia’s n ationa l income^ ^uch a modest scale of expendi- 
ture Was unable to boost up the rate of investment by a 
significant amount and. as a result of this, the acceleration 
of the process of economic grotvth rvas not upto 
expectations. 

The targets of investment and output goals for 
increased production presented in the First Five Year Plan 
appeared modest in comparison ^vith the aims and 
ob}ectives put forward for the next trventy years, but quite 
bold compared to past trends. The redeeming feature of 
the First Plan r\’as that it endeavoured to bring about a 
harmonious reconciliation between the competing claims of 
different sectors of the economy so as to secure the 
maximum benefit from the resources available during the 
planning-period. 
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With a population which was predominantly agri- 
cultural, it was obvious tliat India’s First Plan tvould give 
the highest priority to Agriculture, Rural development and 
Power and Imgation projects. Agriculture and Irrigation 
(including multi-purpose projects) accounted for nearly 44 
per cent of the total outlay of the First Plan ; about 24 per 
cent was set apart for Transport and Communications and 
about 23 per cent for Construction, Rehabilitation and 
Social Services. At the tail end of the list of planned 
expenditures for the public sector Industries and Mining 
accounted for only 8 per cent of the total outlay. 

Topmost priority has been given to agriculture as it 
provides some sort of employment to 70 per cent of the 
Indian labour force and as it is impossible to raise the 
standard of living of Indians without introducing radical 
changes in the villages. M oreover, the Planning 
Commission _was of the opi nion tltat the stepping u p of 
agricultural _~produ^vity_.wQuld_ d ^mte ly mitigate jhfi— 
sfrain on India's bal ance of payme nts and would help the 
-Government t<^ preserve, iis.-slender- foreign exchange- 
reservesT Anotlier point is also important in this connec- 
tion. With the concept of the capital-income (output) 
ratio, =2 it can be shown that in the first stage of planning in 
an under-developed country agricultural development 
brings about a slightly higher rate of growth of national 
income than other types of investment. In the First Plan 
we find that the Planning Commission has assumed that 
the capital-income ratio is 3 to 1 for the Indian economy 
as a ^tfhole. Broadly speaking, this means that an invest- 
ment of Rs. 3 million is required to provide productive 
capacity for an annual increase of net income by Rs. 1 
million. In agriculture, however, the capital-output ratio 


2 See Part I, Section IV for tlie use of the capital output 
ratio concept in connetion with the Harrod-Domar for- 
mula, It should be noted that in the first Plan report 
the capital-output ratio was taken at 3 : I with a time 
lag of Uvo years between the increase in investment and 
the increase in output. 
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is apparently much, lower Le. its reciprocal (the producti- 
vity ratio) is higher. This £aciUtates, to some extent, the 
process of growth of income in the initial stages of planning. 
Calculations, based on rough approximations, show that a 
capital-income (output) ratio slightly below 2 to 1 has been 
assumed in the agricultural sector during the First Five 
Year Plan period. For finding out this ratio we have to 
make a comparison of the proposed expenditures under the 
plan for agriculture, rural development, community pro- 
jects and irrigation (including the multi-purpose projects) 
rvith the expected increases in the net value of agricultural 
production. 

Generation of electricity and expansion, of transport 
services ha\e been cmphasired as they constitute the tsvo 
main building blocks of the development plan. This is 
specially true because the development of transport and 
power provides a substantial amount ol external economies 
which facilitates the process of grosvih during the Plan 
period. Tlie. outlay on social-services, including health and 
education, s^uld-also pav e the path for building up an 
“welfare state during the process of accelerated deve- 
lopment: 

As the GovernmcnCt resources would be largely used 
up for agriculture, rural development, irrigation, power, 
transport and social services, therefore only a small part of 
the planned expenditure has been set apart for industries 
and the responsibility for industrial progress has devolved 
mostly on pri\'ate enterprise during the First Five Year 
Plan period. The State vvould, however, complete the 
industrial projects already started and svould also set up 
new units for the manufacture of vital materials such as 
iron and steel and heavy electrical equipment. 

'Looking broadly at tlie progress of the First Plan, rve 
find that its main achievements were — control of the price 
level, expansion of both agricultural and industrial produc- 
tion and establishment of a stable economy. Coming to 
details we find that (in the first 3 years) expenditures for 
irrigation, potver and transport services tvere sliglitly below’ 
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the average annual rates envisaged . in the plan. But 
expenditures for agriculture and community development 
definitely lagged behind and those for industry svere 
substantially beloiv the average annual rate implied in the 
plan. To make up these short falls, the annual rates of 
expenditure in 1954-55 in all the sectors except industry 
ivere budgeted to Surpass markedly tlie average rates in the 
plan. But unfortunately these budget estimates could not 
be fully realised and it is presumed now that a short-fall 
of 12.5 to 15 per cent took place in the government expendi- 
ture under the plan for the five-year period. The Second 
Plan Report observes that “ there would be a short-fall of 
about Rs. 3, COO million in plan expenditure in terms of 
the revised total outlay of about Rs. 23,560 million”. 

In the table given below the annual average outlays 
incurred in specific sectors for the first three years and the 
budget estimates for the fourth year (1954*55) are compared 
with the average annual rate of expenditures proposed in 
the plan. 


Table Showing the Atnnial Rale of Expenditure Under the First Plan 
(Public Sector) 


llain Head> of 
Expenditure 

First Plan 
annual average 

1951/52 to 1954-55 

1953/54 .Bixlget Esfimate 

annual average 

Agriculture and Cotn-l 
munity Dev«lop-i 

ment . . . . 1 Rs. 747 million 

Rs, 359 million Rs. 899 million 

Irrigation and Power 

Rs. 1.234 „ 

Rs. 1.000 „ 

Rs 1.675 ,. 

Rs. 1,470 .. 

Transport and Com- 
munications 

Rs. 1.072 „ 

Rs. 747 

Industry 

Rs. JS6 „ 

Rs. II4 „ 

Rs 330 „ 

Rs 1.168 

Social Services and 
Rehabilitation 

Rs. 979 n 

Rs. «62 

Others 

Rs no „ 

Rs. 67 „ [Rs 175 .. 

Total 

Rs, 4,498 fnilUoo 

Rs. 2yi49 milIion| Rs. 5,717 million 


Sources: (1) Fjve Year Plan Progress Report for 1953-S-l: 
(2) Indian Biidgct Estimate fw 19S4-5S. 
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The First Five Year Plan prepared the stage for a 
period of sustained and vigorous effort to rebuild the Indian 
economv and to accelerate its economic development. The 
The First Plan prepared the ground for a more ambitious 
of existing capacities in Indian industries bm was .. 

responsible for se tting be fore thg^countr^^aTpecffic goah 

though-TTmodest one, for the process of indus irial isation 

and economic develd^nent. It n-as found drat tlte planned 
target cduTd be best achieved under the conditions of mixed 
economy. Thus the First Five Year Plan ushered in a 
period of industrial renaissance in India. But, for fact- 
litating future industrial expansion, the First Platt’s main 
objective tras to add considerable amount of strength and 
vitality to Indian agriculture. The relatively greater 
emphasis laid on agriculture substantially increased 
agricultural production during the First Plan period and 
uUimately helped to raise the tempo of development in 
other spheres. j ^ ^ 5 ^ t ' 

The First Five Year Plan ended in March. 1936. 
Broadly speaking it has done its job in a huidable manner. 
The _FiTs^_Plan prepared, the. .ground for a more ambitiQtis 
and b older plan— the_Second Five Year Plan. In general 
conception, the Second Plan, with its emphasis on higher 
productive capacity, employment, living standards and 
national income, definitely measures up to the people’s 
needs and aspirations. The bold and daring output-goals 
of the Second Plan would produce the momentum that 
would enable the economy to march ahead at a rapid pace. 

In this tvay the essential objective of securing “ rapid 
adv-ance along democratic and egalitarian lines" would be 
achieved within a sKoft p^od ot time. The fulfilment of 
this fundamental objective would mean a sireabJe increase 
in the national income, rapid industrialisation with parti- 
cular emphasis on basic and heavy industries, a large 
^pansion of employment opportunities and reduction of 
inequalities in income and wealtli. Let us see hoiv this 
is proposed to be done in our Second Five Ye.ar Plan. 
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■With an outlay o! Rs. 48,000 million® in the public 
sector and an estimated invcsiment oE Rs. 24,000 million 
in the private sector during the period 1956-61, the Second 
Five-Year Plan aims at securing a 25 per cent increase in 
national income and a rapid industrialisation of the 
country accompanied by a large expansion of employment 
opportunities. The rate of investment in the economy is 
expected to increase from about 7 per cent in 1955-56 to 11 
per cent in 1960-61. While providing, for jhe 
the pr nn nmy jn^the Second Plan period, the Planning 
Commission have also kept in vieiv the long range aspects 
of the country’s development. 

The Second Plan commen ds “ pe rspective planning ” — 
planning tvIiTch envisages development over 15 or 20 years 
ahead. After the Second Plan period there will be a con- 
tinuous stepping up of investment until it reaches 16 or 17 
per cent of national income. Througli accelerated 
development on this pattern, it is hoped that national 
income tvill be doubled by 1907-68_.ind per capita national 
income by 1973-74. 

The allocations under major heads of development 
indicate the relative shift in priorities as between the First 
Plan and the Second Plan. The Second Five Year Plan 
accords high priority to industrialisation, specially the 
development of basic industries. The provision for large- 
scale industries, including mining, is Rs. 6,900 million, and 
another Rs. 2,000 million has been provided for the promo- 
tion of village and small scale industries. In fact, industries' ’ 
and mining claim 18.5 per cent of the total outlay in the 
public sector in the Second Plan as compared to 7.6 per cent 
in the First Plan. These developments in industry and 
mining require large investments in transport, specially in 
the development of railway facilities. Transport and 
communications account for 29 per cent of the total outlay 

® Usually in the Indian Plans the estimates are given in terms 
of “crores” of Rupees; Rs. 48,000 millions: Rs. 4800 
crores because the expression "crore” signifies 10,000,000. 
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in the plan period. The plan provides for an. expenditure 
of Rs. 9,000 miUion on the railways because the develop- 
ment prograiiiine of the railways absorbs 18.8 per cent of 
the total outlay as compared to about 11.4 per cent in the 
rim Platt— 

iThas been stressed at the same time that inaeased 
production of food and rare materials will continue to 
receive special attention and tliat the programmes for 
development of irrigation and power tvill be pursued tvitli 
reference to the objective of increasing irrigation facilities 
two-fold and the supply of power six-told in about 15 years. 
About 19, per cent of the total outlay of the Central and 
State Governments is to be devoted to irrigation and posver 
and another 11.8 per cent to agriculture and community 
development. The aggregate expenditure under agri- 
culture, community development and irrigation and power 
tvorks out at Rs. 14,810 million. Although there is a 
relative shift in priorities as between agriculture and 
industry (in the First and Second Plans), increased produc- 
tion of food and raw materials must remain, not only for 
the Second Plan period but for several years to come, a 
major desideratum. 

Social services take up 19.7 per cent of the total outlay 
in the Second plan as compared to 22.6 per cent in tlie First 
Plan. Social service^ ate emphasiied because one of the 
important aims of the Indian Government is to build up 
a “ IS’elfare State ” under conditions of a mixed economy. 
In terms of percentages to total outlay under social services 
and related items, the allocations to education, health and 
housing are practically the same as in the First Plan; in 
absolute terms they are significantly larger. 

Of the total expenditure ot Rs. 48,000 million in the 
public sector, roughly Rs. 38,000 million represents invest- 
ment, i.e. expenditure on building up of productive assets, 
and Rs, 10,000 million is what may broadly be called 
current developmental expenditure. The table overleaf 
shows a rough break up of the two types of expenditure 
under major heads. 
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Table showing Ifajor Heads of Expenditure under the 
Secotrf Fire Year Plan 


1 Total 
j Investment | 

(Rs. million) 
Current 

Total 

outlay 


(1) 1 

(2) ! 

(3) 1 

: (4) 

I. 

Agriculture and Community. 

i 




Development . | 

3J80 


5,680 


(i) Agriculture ..! 

1.810 

1.600 

3.410 


(ii) National Extension and 





Community Developoientj 



2.270 

II 

Irrigation & Power 

8.630 , 

500 

9,130 


(i) Irrigation and Flood; 










(ii) Power 

4.070 

200 ' 

4,270 

III. 

Industries L Mining 

7,900 

1,000 

8,900 

















industries ..| 

1,200 



IV. 

Transport and communicaiionsj 

13.350 1 

500 

13,850 

V. 

Social Services ..< 

4.550 

4,900 

9.450 

VI. 

Miscellaneous .. 

190 

800 , 

990 


Total 

38.000 1 

10.000 

48.000 


The most notable feature of the Second Plan is its 
emphasis on capital goods and producer’s goods industries. 
Such an emphasis is beneficial from the point of vieiv of 
continuous accelerated growth because the development of 
heavy industries widens and deepens the capital base of the 
economy. Therefore, in the industrial sector the basic and 
^eavy’ industries such as iron and steel, heat'y machinery, 
cement and chemicals receh'C a good deal of attention 
specially from the point of view of investment-output 
targets of the Second Plan. Next, for the fulfilment of the 
“humanitarian cum tvelhire” motive, considerable amount 
of funds will be allotted to health, education and other 
types of social services. The increase of purchasing porv’er. 
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as a result o£ investment in Ikzvj industries and expendi- 
ture on social services, trill, in turn, increase the demand 
for consumer goods. It is proposed that tlie village and 
small scale industries tvill meet this demand. 

The emphasis on village and sm a ll scale in dustries will,^ 
bring aBouta high degree of decentralisation in tlie- 
mdustrial_rpheiVa nd thi s will be beneficial from the socio- 
'^COTVomic point of view. But from the long-run point of 
vien^tresrresTiltrwitl 6r~aitained if our village industries 
are technically assisted ivith power and machine, Tliis 
point is of crucial importance and has an important effect on 
the process of grois'th. Decentralisation ■without technical 
progress is a developmen t proce ss whx^TrTatir^jLit.e-th£I 
iflaTT'Whsr’urthe pr^ess of climbing a wall, slips back one 
loot for e\* ef>'Trs«5lie d jmBsh'ndlaTa' result of 'wWclt; 
overairf^e of climbing is seriously- affected. The Second 
HvcYea r tha n (Fin al Rf. poitl giv es..some,a'ttention to this 
profilenTBut does not fully appreciate the point that decen- 
tralisation without technical progress considerably retards 
die process of economic development. 

Vill age and j tnaU scale industries will not only meet 
the deman<3_fDaL4©nsumer goods bm will also solve to some 
extent, -the— imeittployment and under-employment prob- ' 
len^ Small enterprises arc labour-intensive, and, therefore. 
poSscss larger employment potentialities than capital-inten- 
sive basic and hea %7 industries.^. But the magnitude and the 
nature of our unemployment problem is such that it cannot 
be effectively solved by industries and social services. The 
bulk of new employment opportunities ivill be found in the 
Second Plan in construction and in tertiary occupations. 
In othenvords, developments in the secondary sector (i.e. 
in the industrial sector) will in turn lead to a larger demand 
for labour in tertiary occupations and will create new 
-sni^ \msm«ses ani traders, oSering 
scope for independent tvork. 

The development of secondary and tertiary sectors 
helps the process of rapid industrialisation and effectively 
builds up tlie super-struemre necessary for the process of 
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accelerated economic growth. But tlie super-structure o£ 
economic development -will topple down if the sub-structure 
is not based on solid building blocks. The foundation of 
the sub-structure svas laid during the First Plan period 
■when the primary accent was on agricultural development 
and rural upliftment. It is essential tjiat the First Plan’s 
sub-struemre is reinforced so that it can bear the tremendous 
weight of tjic top-heavy superstructure of the Second Plan. 
That is why the Second Plan also emphasizes the various 
facets of agricultural development and allots a portion of 
the available funds for providing irrigation facilities to the 
agriculturists, for providing communication and transport 
to the farmers for the movement of agricultural prodhee to 
markets and for improving the yield of agriculture. 

Thus it is evident that the approach of the First Plan 
was simple mainly because it was concerned with the 
founding of the sub-structure of the planned process of 
economic developtnent and for the realisation of this 
objective the plan placed its main accent on agricultural 
development with river valley multi-purpose projects and 
community development projects as parts of it. The 
Second Plan imparts added strength to this sub-structure so 
that it can hold tightly and confidently a huge super- 
structure. The rapid process of industrialisation, envisaged 
in the Second Plan, becomes an integral part of this super* 
structure of economic development. That is rvhy the 
Second Plan is bolder and more ambitious in its approach 
and presents more complex methodological problems than 
the First. 


in 

The Planning Tfciiniques of India’s First Fut Year Plan 

Looking at the First Five Year Plan one rvould find 
Viiat t’nc Vu’i’k. of expenfi'aure was deTOted to agriculture and 
irrigation (including multipurpose projects). In fact, 
agriculture, community dcv'elopmcnt, irrigation and 
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poiver accounted Jor nearly ^per cent ot the total outlay ot 
Rs. 23,560 millions. Therefore comparatively less attention 
tvas paid to industries. As a result of sthich only about 
[ -7 per cent of the planned expenditure tvas meant for invest- 
ment in the public sector of industry and for financial 
assistance to the private sector. IVhat is then the economic 
basis for so much emphasis on agrioiUure and irrigation 
and initial neglect of industries? 

The economic structure of a country is usually divided 
into two vitally important sectors— the agricultural sector 
and the industrial sector. Even in an undeveloped or 
underdeveloped condition, each sector possesses a develop- 
ment potential which remains dormant or latent 
because no coordinated attempts arc made for rousing 
entrepreneurial behaviour in the private sector, for under- 
taking development programmes at the governmental level 
and for bringing about a change in the mental outlook and 
technical make up of the peasantry. The lotv development 
potential of the agricultural sector in an underdeveloped 
country accounts for the backwardness of agriculture in 
such economies. If no concerted attempts are made for 
removing this backwardness and for raising the develop- 
ment potential, the situation is bound to deteriorate fast 
due to the interaction of a populaiion-supermuliiplier. It 
should be noted that the populaiion-supermuliiplier 
indicates the acceleration of population due to the interac- 


tion bettveen autonomous population grotvth and induced 
population grotvth. Autonomous forces of population 
growth boost up the population growth rate in almost all 
the underdeveloped countries. In the face of autonomou s 
population growth, if the developtneut^oteniiar of t 'he_ 
a gncUltufal ^sector remains low and C(mitant7 there is 
f uTtI^T[etCTiQiation~^mcome and~standard of living^nd 

tton growth. Thus the magnitude of the population- 
supermultiplier continually increases and if no action is 
taken by the government for population planning and for 
the shifting of low productis'e workers in marginal agri- 
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cultural farms to high productivity jobs in the secondary 
and tertiary sectors of the economy, there would be a 
tremendous pressure of pop ulation on land and this, b y 
loiverin g^ furth er the marginal productivity of land, would 
terribly aggravate the poverty of the peasan try. I'hus i n 
underdeveloped countries, the ^ysical marginal producti- 
vity in agriculture tends towards zero, not only becaus e old 
fashioned agricultural implements Jind outdated techniques 
are used but also due to the action of a vigorous p qpulation - 
supe rmulti pller and lacV of natio nal eco nomic pl anm 'ng- 
Therefore it is urgent that a thorough reorganisation of 
agriculture vs undertaken for stepping up substantially the 
development potential of the agricultural sector. 

If agriculture is reoriented and large scale farming is 
introduced then gradually the road blocks hindering indus- 
trial development would be cleared. This is because the 
rate of growth of the industrial sector depends on the trends 
in the supply of wage goods, especially food. The main 
reason for a low development potential in the industrial 
sector and industrial backwardness of an underdeveloped 
country ran be accounted for in terms of a food barrier or 
a land barrier. In tlie absence of scientific methods of 
cultivation, the law of diminishing returns plays a vigorous 
role in reducing the marginal productivity of agriculture 
and the population supermultiplier increases the pressure 
of population on land and thereby the food supply position 
becomes highly inelastic and the food bottleneck acts as the 
main barrier against further development of the entire 
economy. The main point is that, for all round dev’elop- 
ment of the economy and for tlie progress of the industrial 
sector, the vital task is the removal of food barrier and this 
can be effectively done byrai sing tlie development potential 
of agrientTur'e in the proper manner. If this problem is 
tackled properly then the inelastic food supply curve would 
attain a considerable amount of elasticity and the stage 
w/sd/L ba, 'jstejjstT.ed. fro: wbjj. vJja. ’pr.'sfcJiyjJ. of- 

mdustrialisation. Even in countries like Great Britain, 
where planning was not undertaken for economic growth, 
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an agricultural revolution always preceded an industrial 
revolution because the reorientation of agriculture inaeased 
agricultural productivity and released surplus labourers for 
the industry. This basic relationship betiveen agriculture 
and industry cannot be i^ored when planning is undertaken 
for an allround development and ultimate industrialisa- 
tion of an underdeveloped economy. Therefore it is of 
fundamental importance that in the first stages of planning 
for accelerated economic growth, which aims at ultimate 
indv^trialisaiion of the economy, proper methods are 
adopted for boosting up the low development potential o^f 
the agricultural sector. This is why.Jn.Tndi3li_Eirst.-Fiv^ 
Year Pl an, the major em ptmuUaa&4aid--Otv-agricultUTe-and^ 
irrigation. 


One sliould not blame the Indian Planning Commission 
too heavily for die sluggish trend of industrial development 
because then aim was to uiilite the unused capacities in the 
industrial sector until the food barrier was levelled down 
and the development potential of the agricultural sector was 
sufficiently high for strengthening lire development potential 
of the industrial sector. 


Ofiicial statistics reveal Uiai food grains production 
u'ent up by i:0 per cent during the First Five Year Plan 
period. The index of agricultural production, rviih 1949-50 
as base, stood at 9fijiQ^l950-5l. It stood at 114 m 1953-54 
and 1954-55, and at I jn 1955-56. This js a positive proof 
of the fact that the development potential of the agricultural 
sector was raised during the First Five Year Plan period, 
plainly because ot this substantial increase in food produc- 
tion, the general economic situation in the country acquired 
considerable strength and stability. Thus t)ie Secon d Five. 
Ycar Plan, which gives greater attention to the ta^k of 
raising die deveiopujeni pot^M of seceor, 

could be undertaken.^^'''' 

Next to-'Sgn^Iture and irrigation ive find that Com- 
munity development projects and the National Extension 
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Service* have a place of vital importance in India’s First Five 
Year Plan. For this also, an economic justification can be 
given. We have observed before, that, in an under- 
developed country due to tlie operation of the law of 
diminishing returns and the interaction of autonomous and 
induced forces of population growth, there would be a 
tremendous pressure of population on land. In fact, an 
excess population arises when the population actually exist- 
ing on the land surpasses the number of labourers required 
to produce the same output without any change in methods- 
This surplus population lachs regular productive employ- 
ment during the greater part of tlie year's normal svorhing 
time. It is commonly referred as “disguised unemploy- 
ment " or " hidden underemployment ” and exists mainly 
because of family employment and support in peasant 
community. For removing this “disguised unemployment’” 
the underemployed workers should be put to work on simple 
capital projects relating to matters of communication, health 
and sanitation, CsuDDlementary em^oymenty housing and 
social welfare. 

In India “disguised unemployment” is quite- 
prominent in rviral areas. Therefore, the community 
development and rural extension method were utilized 
mainly for the purpose of providing productive employment 
to the large surplus of unskilled and semi-skilled labourers- 
in the villages. The land reclamation programme, minor 
irrigation works, and the road programme which were 

* In the National Extensaon and Community development 
programme the unit of operation is the development block 
which represents on an average 100 villages with a popu- 
. lation of 60 thcnisand to 70 thousand persons spread over 
an area of 150 to 170 Sd- miles. Since the programme 
commenced in October 1952, in all 1200 development 
blocks have been taken up, 300 under the Community 
project scheme and SKW under the National Extension 
Service Scheme. The National Extension Service Scheme 
during the First Ftve Year Plan had a programme bud- 
get of Ps. 4S0.G00. 'The Communi’ty devefopment had 
a budget of Rs- I.S million during the First Five Year 
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emphasized under the community development and rural 
extensions art profitably using the surplus rural population 
oE unskilled and semi-skilled labours and is helping to solve 
the problem of “disguised unemployment". 

The small amount of capital formation tvhicK occurs 
in the development blocks of the community development 
projects can be easily financed (in real terms) by utilizing 
the potential saving of the peasant-friends and relations of 
the community development workers. Potential savings in 
terms of food grains svould be available in peasant families 
(provided the peasants were maintaining the previous level 
of output and previous level of per capita consumption) 
because some of the members who belonged to the category 
of unproductive workers arc subsequently employed in 
productive projects of the community development and rural 
extension schemes. 

In addition to this economic basis, the concept of the 
community development projects resu on a solid psycho- 
logical foundation. Community development and the 
National Extension methods emphasize the vital role of 
public coop eration in a.demoCT atic pla n. By stressing the 
methad"^ ;^aniiing from below, they secure the direct 
collaboration and cooperation of rural people. The village 
level •workers, trained and deputed under the Community* 
development project, and the National Extension workers 
explain and demonstrate the main objectives of the develop- 
ment programme and thereby win die sympathy and support 
of the rural folks. 

But best results will be obtained if the village level 
workers and the extension officers refrain from cheap propa- 
ganda and concentrate on educating the farmers in breeding 
better varieties of crops, controlling pests and diseases and 
in im-proving the techniques of cultivation. If the village 
level Worker effectively solves some of the basic problem, of 
farmers rvhich cause considerable amount of headaches to 
them, then, he will definitdy win their confidence and make 
the rural extension programme a success. Therefore, the 
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village level worker should be properly trained and should 
be aware of the heavy responsibilities which rest on him. 

In India under the old set up, the farmers were 
oppressed by landlords, money lenders and middlemen for 
a very long time. As a result of t his,_tlieir enthusiasms and 
fpirit of public cooperation were consideraWy dampened,_ 
jjierSore land reform^ seiv'ed as jt necessary prelude to 
successful agricultur al ext ension programme in. India’.5J£iist 
Five Year-Plan. “ 

Under the First Plan, the objectives of land reform 
icere two fold. Firstly to remove those obstacles to agri- 
cultural production which arose from the character of the 
agrarian structure and secondly to create conditions for 
achieving as quickly as possible an agrarian economy with 
a high development potential. 

The land reform programme under the First Five Year 
Plan mainly abolished all intermediary tenures and intro- 
duced a ceiling on agricultural holdings. The agrarian 
reorganisation under the First Plan consisted of consolidation 
of holdings and the development of cooperative farms. This 
resulted in increasing ihe zeal for utilizing cooperative 
methods in agriculture and today we have about a thousand 
cooperative farming societies functioning in different parts 
of the country. 

Thus India’s Community development projects and 
National Extension Service, introduced during the First 
Five Year Planning period, should be viewed as a part of a 
wider programme for agricultural improvement which 
includes such other things as land reform and reorganisation 
of agriculture, construction of better roads and communica- 
tions, cooperative metliods, better sanitation and health 
services and so on. If the dev’elopment blocks are properly 
organized and if the village level workers perform their 
duties conscientiously, then, not only the problem of hidden 

® This has also been the case in China, where the excellent 
Agrarian Reforms effectively opened up the flood gates 
of popular enthusiasm and created a proper set up for 
the first five year plan. 
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) |unemplo)’Tnent ivould be systematically solved but the flood 
gates of public enthusiasm would be opened up, thereby 
giving a neiv look to the rural life. It should be always 
remembered that economic det'clopment brings about 
spectacular changes on a wide front and this becomes 
specially evident when brush marks of agricultural extention 
programme exhibits a refreshing picture of the rural scene. 

The fact that economic growth always involves change 
on a \vide front is not only true for rural extension pro- 
gramme but is also significant in tlie production of electric 
poAver and irrigation projects. Des-elopraent of electric 
power and irrigation projects create considerable amount of 
external economies and gives inducement to investment 
opportunities elseivhere. Deydopment of transport indus- 
tries also systematically creates those indispensable external 
economies'’ which enlarge ^ ^al -size of the market and 
stimulate neiv investments. 

The relationship between economic development and 
external economies was correctly viewed by Allyn Young’^ 
whose studies gave a much wider outlook to the 
"Marshallian External Economies". Marshall, who in- 
vented the concept of external economies, mainly used it 
in the context of partial equilibrium analysis of the 
competitive model. Marshall, in fact, made a special study 
of the external economies accruing to a firm for the purpose 
of synchronising his partial equilibrium analysis with the 
phenomenon of increasing returns. I t ivas Allyn Young 
who pointed out that every increase in aggregate outp ut, by , 
_wi^ning ihe“markd. ~c\ierhare^jiomlK” to firms 
uTotner parSmf-ine=^nomy ‘anSf thus^s^e'T'much tvider 
scope to the concept. Allyn Young’s reinterpretation of 
external economies tvas of great help in our understanding 


” See T, Sdtovsky "Two Coortyis of ExtejnaJ Econonjses”, 
Journal of Pollfical Economy, April 1954. 

^ See Allj-n Young — ^"Increasing Returns and Economic 
Progress", E. J., Dec. 1928. See also M. Fleming 
'Txtemal Economies and the Doctrine of Balanced 
Growth," E. J., June 19SS. 
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of the subsequent cumulative and self-feeding process which 
results from the initial spurts of economic progress in some 
crucial sector of the economy. But it should be remembered 
that Allyn Young mainly used the concept for explaining 
the actual process of cumulative progress in the mature and 
“ still grotving economies Throughout his analysis Allyn 
Young specially emphasized that external economies reduced 
cost, increased productivity and output, which in turn, 
widened the market further and finally stimulated new 
investments. 

But since then, the external economies argument has 
been utilized for giving an explanation for the absence of 
cumulative forces of growth in the relatively stagnant 
underdeveloped countries. Like Allyn Young, we do not 
look into that aspect of cxtenal economies which is 
intimately connected with increasing returns cum decreasing 
costs concept. IVe concentrate more on the potentialities 
of external economies for stimulating neu investment 
opportunities. 

This new approach towards external economies serves 
as a major explanation for the lack of proper atmosphere 
favouring new investment opportunities in the capital-poor 
underdeveloped countries. Private investors choose those 
investment projects where the yield per unit of Capital is 
marginally the highest. Tliey are usually guided in their 
investment decisions by the immediate values of the products 
of their investments which they sell in the market. They 
do not bother much about external economies and the 
consequent accelerated growth of the economy. Therefore 
they would not undertake the proper amount of investment 
for the improvement of transport, irrigation facilities and 
electricity supply. 

But these are the industries which contain the most 
advantageous types of development projects from the point 
of view of both external economies and growth process. 
This is because the investment in electric power, irrigation 
project and transport increase the output of other industries 
far beyond the returns shown in die industries receipt books. 
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The multipurpose liver valley projects are to be specially 
noted in this connection. Proper development of these 
projects tvould impart a ne^v look to the underdes'eloped 
and scarcely developed regions and svould bring jobs to the 
doors of immobile groups of rural workers. These projects 
would also provide the nuclei around which new townships 
would be developed and new communities would be formed. 
All these svould provide an efiective background of external 
economies and seould spurt tlie process of nesv investment. 
Therefore it is clear that, the external economies argument 
can serve as a justification for the prominence given to 
transport, electric power, irrigation and multipurpose 
projects in India’s First Five Year Plan. This is, perhaps, 
why abou t 51 per cent of Ute total ou U ^ of th e F irst Plan 
rvas meam for . the!, dgvelopn^t of irrigation, powgr, 
transport and cptanuiDtcalions^. 

i rahspovt. irrigation and electricity are also most 
important from the point of view of long range economic 
development because they yield spectacular results after a 
definite time-lag. The interaction of the multiplier with 
the accelerator, indirectly associated with the development 
of such industries, becomes more prominent during the last 
stages of the expansion of these industries. Therefore at 
tlie initial stage of deYe loprnent oLgUch. jndusprjej.^ iuspjte^ 
of a good amount of external ecoriomies being Q- f»at ed^-tbe 
employment potentialities^are^athetTow. — That— is-,why 
inspite of stiitable emphasis_being_Jaid.Jiii.Jransport,-iiTiga- 
tion and electricity, unemployroem_and_underenTpl(^ment 
problems could not be full y tacUed d urinsf- the~FifsrTive^ 
Year Planning perio d. 

Turning to the employment aspect, we find that, in the 
beginning of the First Five Year Planning period about 
million people constituted our labour force. Of tl^i; 
Yaban labour force accounted ior 22 milVvons and rural 
labour force 120. Of the total labour force, 100 millions 
■were self supporting, three millions unemployed in urban 
areas and 39 millions unemployed for five to six months in 
the year in rural areas. This shows that the magnitudes of 
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urban nuemployment and rural underemployment were 
quite liisb- On top of this, we have to note that during the 
First Plan period rnme miliron^ (1.8 million a year) more 
people ircrc added to the labour^force due to an increase 
in population. But only aboujf ^ millions new jobs were 
offered by the Plan. This explains why the unemployment 
and underemployment problems caused much alarm during 
the First Five Year Planning period. For solving the 
unemployment problem a belated attempt was made when 
the plan was more than halfway through and an ‘‘eleven 
point programme” for providing unemployment, was 
announced. To give effect to this programme, the modest 
outlay of the plan was slightly revised. Slight stimulation 
of construction activity took place under the “eleven point 
employment programme” but no serious attempts were made 
to utilize fully an effective construction programme for boost- 
ing up fuller employment possibilities. This was probably, 
because, investment in construction tended to be lumpy in 
character and required a bold and daring expenditure pro- 
gramme u'liich was not possible under the modest set up of 
tlte First Five Year Plan’s expenditure programme. 

It is quite true that the First Plan was rather a modest 
one. AVIicn presented to the nation in its final form in 1952, 
circumstances were such, that, it could not be anything but 
modest. Of the five years of the planning period, nearly 
two were already over and the plan had to cover then only 
a three year period. It would be natural, therefore, to 
believe that, at the time of the formulation of the plan, no 
basic strategy was conceived. But when we make a closer 
examination of the plan, we find that, it possessed a basic 
strategy'. This strategy can be summed up as follows ; the 
raising of the development potential of the agricultural 
sector so as to yield an elastic supply of food grains and 
boosting up of the rate of increase in the supplies of 
marketable food surplus so that in tlie next planning period 
the job of raising the development potential of the industrial 
sector and the task of rndnstrialisation of the economy tovkld 
be accelerated. 
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This btxsic sitat^' yielded U\e subsidiary technique 
ivhicli emphasized rural extension, irrigation, transport and 
electricity development for revitalizing the xvhole economy. 
The above mentioned subsidiary strategy has behind it the 
economic logic that in an underdeveloped country xvith 
surplus labour, capital can be utilized in a more advantageous 
xvay in the initial stages of development if it could be used 
for the expansion of transport, irrigation, electricity and 
other types of undertakings xvhere the advantages of large 
scale production are maximum. 

Anal^Tical economic reasoning can also be advanced for 
showing drat in the earliest phase of planned economic 
development, cottage and small scale industries should be 
given Special prominence and their reorganisation and 
expansion on proper lines should form the basis for one of 
the important subsidiary strategies of a development plan. 

The main purpose of the fundamental strategy for 
raising the development potential of agriculture in the ver^’ 
beginning of the planned process of growth, is that, with the 
reorganisation and deselopmeni of agriculture, productivity 
per head xvill increase uhicU. in turn, will give rise to a 
substantial amount of farm surpluses for sustaining the 
process of a rapid industrial ^owih during the next phase. 
In most cases, tire higher agricultural productivity will boost 
up the disposable incomes of the agriculturists. As a result 
of higher disposable incomes, in a great majority of cases, 
the farmer’s effective demand tor nonagricultural products 
would increase. Therefore in the next phase of planned 
development proper attention would have to be given to 
the development of secondary and tertiary sectors not only 
for increasing the supply of consumption goods but also for 
absorbing the surplus labour force which would be released 
from the rural economy as a result of reorganisation and 
revitalization of agriculture. 

This type of general technique would be more effective 
if the initial agricultural development and reorganisation 
process be supplemented by a full fledged and thorough 
cottage and small industries de>-elopment programme. 
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In the early years of agricultural development, cottage 
industries could be easily dovetailed with agriculture. If 
this process of dovetailing be effectively accomplished, the 
farmers and their family members will remain fully occupied 
during the year and the problem of underemployment in 
the rural economy will also, to some extent, be solved. 

Thus in countries where there is surplus labour in 
agriculture which cannot get fully employed due to scarcity 
of land and lack of capital equipments, agricultural develop- 
ment should proceed side by side with cottage and small 
scale industries development and, if possible, one should 
be dovetailed to the other. This has to be specially 
remembered in the earliest stage of planned development. 

It seems that, due to some reason or other, India’s First 
Plan failed to atiacli that measure of importance which 
cottage and small scale industries deserve d in the g eneral 
program me for raising th e_ development potential of the 
agricultural sector: — ^le-progress-report-of the First Plan 
reveals that out gf the ce ntraLpro vi-dfin-ff Rs. 150 m illion_ 
for the development of cottage and small scale industries 
during the First Five Year Plan period, the total expendi- 
ture amounted only to Rs. 1.^ milli ons in 1951-52 and 
Rs. 2.93 m illionrTTr4552.5a ^nd Rs^ 7.9 9 millions in 1953-54 . 
/ Tliii,£lcarly indicates that the framers of India’s First 
^ive YeaL-Plarr^ailed to appreciate fully the significance of 
pottage and small scale industries in a planned programme 
of agricultural development which precedes rapid indus- 
trialisation. We feel that the subsidiary strategy for a 
proper development of small scale and cottage industries 
should have been effectively tied up with the main strategy 
of boosting up of the agricultural development potential 
during the First Plan period. This is because, the real cost 
of using labour in cottage industry ^vas almost zero during 
the First Plan period when there was a plethora of surplus 
labour in the agricultural sector. The proper type of stress 
on cQtLujp. and. sroaJJ. scait *Jrit Y-'n-sl Y'lVri 

period would have provided the best scope for making 
labour productive in an optimum manner without imping- 



PLANNING TECHNIQUES OF FIRST FIVE TEAR PLAN 97 


ing Upon scarce resources. The "agro-type" oE cottage 
and small scale industries, utilizing a variety oE agricultural, 
forest and live-stock products, could have been effectisely 
dovetailed with agriculture. The vital point, rvhich has to 
be emphasized in tliis connection, is that, a bold programme 
of cottage and small scale industries development ivould 
have definitely helped us to build up a buffer stock of most 
essential elementary type of consumer goods -which tvould 
have acted as an effective stabilizer to the potential 
inflationary tendencies, presumed to be associated during 
the next phase ivhen the primary aim would be on heas'y 
industries for creating a strong capital base. 

If we understand properly the implications of the 
general technique ivhich have been stressed time and again, 
then, it becomes cleat that, the initial programme for 
raising the expansion potential of the agricultural sector 
should be followed by a bold programme of industrialisation 
which svould put major emphasis on hea\7 industries not 
only for strengthening die capital base of tlie economy but 
also for achieving an accelerated process of growth. 
Ordinary sources of revenue may not suffice for financing 
such a bold programme and, therefore, a large amount of 
deficit financing may have to be undertaken ivhich may 
generate neiv inflationary forces if botdenecks of food and 
essential consumer goods exist in the economy. Under 
tliis broad perspective, agriculture cum cottage and small 
scale industries development should have been viewed bv 
our planners. The development potential of agriculture 
was substantially raised as a result of which the food 
bottleneck ivas almost removed during the First Plan period 
but cottage and small scale industries did not receive that 
amount of attention which they deserved. We, hoivever, do 
not mean that the government totally ignored the subsidiaiv 
srrateg)* connected with the development of cottage and 
small scale industries in the First Plan. It seems that they 
•were partially aware of this strategy but ivere unable to take 
prompt action because of the lack of an adequate 
organizational set up necessary for the programme. 
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Now at the end of the first planning period we find 
that, the government has set up the National Small 
Industries Corporation tvhose main function will be to 
organise production for meeting government orders and to 
assist the manuiacture of parts and components by small 
units so as to fit in with the production of the corresponding 
large units. It seems, therefore, that the “putting out” 
system of the Japanese, inspired the government to establish 
this Corporation. The “putting out” system, which extends 
into those trades where a commodity has to be manufactured 
in several parts and where each part after being manu- 
factured in a small workshop is assembled in a Central 
workshop, could have been cmphasired even in the early 
years of the First Plan, much before the setting up of the 
National Small Industries Corporation, by the formation 
of private organizations, such as “ traders and craftsmen 
co-operatives ”. In the immediate post second world war 
period, Indonesia achieved spectacular results within 
a short lime in reorganising and expanding old trades 
through Government sponsored cooperatives of village 
traders and artisans. Therefore we think that much 
precious time was lost during the First Plan period which 
could have been effectively utilized for reorganising, e.xpand- 
ing and modernizing the cottage and small scale industries. 
This would have solved both the village underemployment 
problem and created a proper ground work for a subsequent 
industrialization prt^amtne based on the expansion of heavy 
industries. 

To sum up, the main strategy of the First Plan was 
connected with the acceleration of the development potential 
of the agricultural sector so as to facilitate the growth of 
industries in later years. But agricultural dev’elopment can 
only be stepped up if there be an all round revolution on 
a wide front involving all aspects of rural life. To achieve 
this result, a double b arrelled a ttack was made which yielded 
two subsidiary strategies. First subsidiary technique was 
connected with the dev’elopment of transport, irrigation, 
electricity and community projects which were giving rise 
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to external economies and were facilitating tlie process of 
groAvtli. The Community development projects and rural 
extension had the additional advantage of boosting up the 
public spirit and of providing emplo^Tnent opportunities to 
the rural people. The second subsidiary technique, svhich 
rvas partially neglected, tv-as connected with development of 
cottage and small scale industries. The employment creat- 
ing possibilities of such industries were stressed by the First 
Plan. It tvas also emphasized that such industries could 
economize both capital and supers’isory skills. But 
development of cottage and small industries in the First 
Plan period, rvas not viewed under the proper perspective 
of long range development planning. If this were done, 
the framers of the First Plan would have given much more 
emphasis on cottage and small scale industries as this would 
have helped in ilte creation of a suitable bufier stock of 
essential consumption goods. Such a reserve stock would 
have acted as an automatic stabilizer and wotild have subs- 
tantially minimized the inflationary impact of a subsequent 
bold and daring plan for raising the expansion poterjj+al of 
the industrial sector at an accelerated pace. 


IV 

The Basic Str,atecy of the Second FrvE Year Pl.an 

child u father to t he man^r The above idea, aptly 
expresses the intimate relationship between the First Five 
Y ea r Plan and the Second _ Elaii -=die- -First— Pian ,. can be 
r egarded as.-tfi£-p arerit^.tlie.jSecond. It is quite Irue that 
the i-irst Plan was iriod^^^las-^xpei-ienced and smaller, but 
even with its limited scope, it laid the main building block 
tor a bolder and much-more ambitious .Second-'Plani-:^^!—^ 
The basic strategy of the Second Plan v\-as”concei\ ed 
with special r eference to the task of raising the development 
po t.ential"6f the ind ustrial sector. This was most logical 
because in the First t'Iah“thS'^e\-elopment potential of the 
agricultural sector was stepped up and the base structure. 
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dealing witli tlic agricultural development and reorganisa- 
tion was founded. Therefore, the superstructure of indus- 
trialisation is to be built up during tlie Second Plan period. 
Thus a fundamental link exists between tlic basic strategies 
of the First and the Second Plan. 

This vital link can be easily explained in terms of 
economic theory’ and from experiences of economic develop- 
ment in the West. Economic theory teaches us that during 
the early phase of economic growth, the rate at which 
industrial development takes place is necessarily precondi- 
tioned by the rate of increase in the supplies of marketable 
surplus of food. This means that, the fundamental limiting 
factor on industrial expansion is the food barrier. That is 
u’hy revolutionary development of agriculture would precede 
revolutionary changes in industry. This is also borne out 
by Western Europe’s experiences in industrialisation. In 
almost all the importam countries of Western Evwope an 
agricultural revolution prepared the ground for an indu- 
strial revolution which resulted in rapid industrialisation 
and accelerated development and this is specially true for 
countries like U.K. and Germany. 

We are now in a position to investigate the detailed 
mechanism of the basic strategy of India’s Second Five Year 
Plan. Even after the conclusion of the First Plan, we find 


that the Indian economy is obviously a lopsided one. This 
is because no steps were taken in the First Plan for producing 
capital goods in sufficient qu.-mtity. The neglect of heavy 
industries was not unjustified as the planners during the 
First Plan period were mainly concerned with the corner- 
stones connected with agricultural developments. But due 
to this neglect, the First Plan-cotild not achieve the desired 
rate of accumulation j»nd'%vas“Qief?fore termed as a modest 


TTi^econd Plan, therefore, places the correct emphasis 
on the right spot and gi ves gr eatest attention to the develop- 
me nt of heavy, investment in the investment good sector. 
During the Second Plan period large investments will be 
made in the public sector in basic industries, iron and steel. 
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hea \7 machine building, fertiliiers, electricity, raihvays etc- 
About Rs. 20,000 millions would be spent for this purpose. 
Three steel plants of one million ingot capacity each 
are to be set Up, and the beginning is to be made with 
hea \,7 forges and foundries. Three more fertilizer factories 
svill be set up and the capacity of the Sindri Fertilizer 
Factory svill be expanded. The production of cement tvill 
go up from the present level of 4.3 tniilion tons to 13 million 
tons ; that of coal from 38 million tons to bO million tons 
and that of finished steel from 1.25 million tons to 2.3 million 
tons. The output of raihvay locomotives i^abe increased 
from the present level of 125-pec-anmim to "300 per annum 
by the end of the Second Plan. 

Hete the main considerations, have been the need for 
developing as strong and wide industrial base as possible in 
the shortest period. This emphasis on certain key producer 
goods industries iike metals, chemicals, cement and engineer- 
ing, can also be justified on the ground that these are the 
types of manufacturing where the advantages of large scale 
production are the greatest. It should also be remembered 
that hea \7 industries help one another and grow at a rapid 
pace in a spiral like manner and infuse into the economy, 
an accelerated rate of growth. 

No doubt the main emphasis is laid on the heavvindus- 
tries^ui as India professes to be a wel^re state C^g l f^^ 
’ ^xpendituferc onl d norbe~ toj^l y neglected^ We therefore 
find that, large development expenmiure” ivill be incurred 
on health, education, research, social irelfare, social security 
and cultviral pursuits dunng_the Second Plan period. For 
Social Services about Rs. ^450 ^illtons have been earmarked 
during the Second Plan period. 

Let us nosv examine the details of the basic techniqim 
of the Second Plan. The ambitious programme of the 
ca^itsX good sector could be achieved with ffie greatest speed 
,and at the shortest possible time if these industries plough 
back their osm products for the process of further expansion 
and development of their own plants and equipments. This 
■would mean that, the workers employed in this sector oF 
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be taken to allocate an appropriate share to each sector to 
prevent destructive competition. 

It seems that the planners have built up an economic 
case for temporary protection of certain cottage industries 
from the employment creating capacity, quick-yielding 
technique and labour-intensive method of such industries. 
But inspite of all these advantages the cottage industries vvill 
fail to deliver the goods if prompt steps are not taken for 
their effective reorganisation on modem lines. This is 
because technological progress acts as the kingpin of both 
overall and sectorial economic developments. 

To sum up, the main strategy of the Second Plan con- 
sists in developing capital good industries (because they 
help to achieve the process of industrialisation at a rapid 
pace) and putting the economy on firm grounds. This 
major technique is supplemented by a minor technique 
svhich is included in the strategy of the Plan, mainly for 
fostering the aims and objectives of a welfare state. This 
minor technique is chiefly concerned with the development 
of social and rvelfare services. The major and the minor 
techniques not only create nerv employment but increase 
purchasing power and the demand for consumer goods. 
For solving this problem a subsidiary technique is evolved 
svhich primarily emphasiies household cum cottage indus- 
tries fqr matching the increased demand for consumer goods 
rvith an increased supply of the same. Thus the basic 
strategy of the Second Plan laid a substantial amount of 
stress on hezxy industries and the subsidiary strategy, rvhich 
evolved for reinforcing the basic sirateg>’, rv’as ultimately 
conceived in such a manner that greater emphasis was 
placed on the expansion of household and cottage produc- 
tion than on factory production. This emphasis rvas given 
mainly for preventing capital from being used wastefully 
and for solving imempfoyment and underemployment 
problems in the rural economy. 

There is no doubt that the emphasis on hea\7 indus- 
tries is the correct approach for atxelerated process of indus- 
trial development provided the outlook in the agricultural 

8 
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sector is bright and cheerful. Though the overall strategy 
of the Second Plan is pratse*tvorthy yet a few lacunae will 
be found licre and there. The chief lacj ina is the lack of 
proper adjustment and timing between ,the quant itadve^ 
targets of the heavy industries and the qua litative im prove^, 
ments of production techniques enviTaged ' Iot such 
industries. Lack of proper integration between the quanti- 
tative and the qualitative aspects will necessarily bring about 
a lopsided development of heavy industries. The quanti- 
tative targets should be determined in accordance with the 
qualitative improvements of tl»e techniques of production 
which are expected to evolve during the planning period. 
Best results from the point of view of accelerated industrial 
growth are obtained when an early and effective start of 
capital good industries is dovetailed svith the improvement 
in production techniques and when the targets to be achieved 
during tlie planning period are dra»vn up with special 
reference to the expected improvement in technology and 
labour productivity. . — 

Tlie Russians in their First Five Year Plan (I928-33) 
made a similar mistake and failed to bring about a proper 
co-ordination between quantitative targets and qualitative 
improvements envisaged in the heavy industries sector. But 
this drawback svas detected by them during the course of - 
their First Plan. As a result of tJu's. the Russian Second 
Five Year Plan (1933-38) placed greater emphasis on quali- 
tative improvement and brought about an effective 
synchronisation between the quantitative targets and the 
schemes for qualitative improvements. Poland, like Russia, 
also neglected this qualitative aspect in her First Six Year 
Plan (1950 56) because during this period the Polish 
planners were intensely et^ged in achieving spectacular 
quantitative results. Poland has. however, decided to give 
more attention to the qualitative aspects of her industrialisa- 
tion programme during the Second Six Year Plan period 
(1956-62). In fact, the State Planning Commission of 
Poland, on the eve of the Second Six Year Plan period, 
announced that during the First Plan period some 300 new 
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enterprises of various kinds were established in the economy 
and that during the Second Plan period, iiwestment would 
^be undertaken for expanding and improving these rather 
than for constructing nets’ ones. 

The most_im PQrtanL-P bstacle in the u’ay of cpuage 
industries-deYelopmeiit_programme appears to be the exis- 
tence of a large non-moneiize3''Tect6r. fijhe greater the 
area of "barter ~economy,'~tlrc lesser the scope for a proper 
development of market which is vital for a quick disposal 
of the larger output produced by the more developed and 
expanded cottage industries. ^ But there are reasons to 
believe that, during the Second Plan period, the non- 
monetized sector will shrink. The implementation of the 
All India Rural Credit Survey Committee’s recommendation 
regarding the opening of a large n umbe r of State Bank’s ^ 
branch es in th e ^portant jural'cenues, coupled svith an 
extraordinary heavy dose o f deficit financing, would- defi- 
nitely-expana tneThonetized sector of the rural economy. 
Therefore the impediment set up by the nonmonetized 
sector for jeopardizing the development of cottage industries 
will be mimmixed because of an overaU inaease in money 
supply, as a result of a bold deficit financing programme, 
and of extension and development of banking facilities in 
the^ural areas. 

iThere is yet another drawback of cottage industries 
which becomes more evident, when we consider the question 
of mobilization of savings generated by the production units 
during the process of planned dev'clopment^ It is a well 
known fact that the workers engaged in haifdiCTafts produc- 
tion save only a meagre amount in terms of money. But in 
the case of cottage and household industries there is an 
extraordinarily large_ number of units of production. 
Therefore, though saving or surplus generated by a particular 
unit may be negligible, the total saving of all the units will 
be considerable. This sav-ing, which is a special t^-pe of 
economic surplus, should be effectively tapped and utilized 
for accelerating the process of economic growth. But the 
mopping up of this economic surplus is difficult because the 
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cottage industries are scattered all over the country, ('indeed, 
it would be a tough job to mobilize effectivelyj^he ^hbi^^ 
of saving of the numerous unitT spread allover the'^^untryV 
(_The only remedy for solving this problem lies in the 
formation of co-operative association of cottage and house- 
hold industries. _i This will definitely help us to mop up the 
surplus created by the cottage industries in a more effective 
manner than in the case of disjointed, individualistic type 
of cottage enterprises. Thus the introduction of co- 
operative methods in the field of cottage industries would 
integrate the scattered units and help towards an effective 
reorganisation of such industries, v 

The co-operative association of cottage industries 
should show signs of progressive efficiency from the very 
beginning. The main object of such an association should 
be to raise the units within it to progressively higher level 
of efficiency. In our country there is a large number of 
inefficient cottage industrial units. Unless their efficiency 
is stepped up and they are thoroughly revitalized, there is 
no point in subsidizing such units at the expense of factory 
industries. Inefficiency should not be allowed to grow at 
the expense of efficiency. Therefore an early and effective 
reorganisation and rejuvenation of the cottage industries 
should be undertaken. For this purpose co-operative 
methods and modern techniques should be adopted. But 
even a modest programme of reorganisation and revitalisa- 
tion would involve a time lag which would be difficult to 
overcome. This problem could have been easily solved if 
proper stress could be given totvards the implementation of 
an effective programme for the development and reorganiza- 


tion of cottage industries during tlie First Plan period. - 
■ ^• _The most glaripg dcfect_nf_the .Sec ond Plan is tha t, it 
•mas nor ~^’en full at tention to the probl^ oLlowerTng 
pr^uctien costs' miy"i ncreasing .all round efficjency. The 
planners shoul^ haTm ^ned /^ecial methods for improving 
labour productivity aii3 mcreasing industrial efficiency. 
The entire wage system should have been studied and 


analysed anew in order to fulfil the qualitative objective of 
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higher efficiency and greater labour productivity, ^fo^e 
attention should have been paid to the idea of premium 
payments for good quality ot the products produced. 

Not only Russian experiences but also recent Polish 
experiments on Planning have clearly indicated that a bold 
plan for industrialization with its ambitious quantitative 
targets cannot achieve full results it the qualitative aspect is 
neglected. Poland’s First Plan was modelled in the line of 
the Russian First Plan and therefore maximum emphasis 
tvas laid on the quantitative programme of the heas’y indus- 
try's sector. Consequently during the First Plan period 
desperate attempts were made to industrialise Poland by 
“ methods of war economy ” in which patriotic appeals and 
political pressure were used for the fulfilment ot the funda- 
mental quantitative targets. In fact, during the First Plan 
period in Poland, the stick of political pressure was 
ruthlessly used and the carrot of material gain was cons* 
picuous by its absence. 

Due to lack of qualitative emphasis and absence of 
economic incentives, the Polbh First Plan’s quantiutive 
targets of the important industries were somehow formally 
reached but/fhe quality of the products tvas always below 
standard. 

v^Poland however realised her mistake and in her Second 
Plan has decided to increase quantity and to improve quality 
of production."^ During the Second Six Year Plan period 
Poland svould not like to experience a “crisis o£.incentives ” 
SN'hlch caused her considerable headache during the First 
plan period. Therefore during the Second Plan period, 
she \vould rely more on material rewards than on political 
pressure. Before the commencement of the Second Plan, 
the entire tvage system was thoroughly studied and it rvas 
decided that the wages of the w’orkers should be progressively 
raised every year in line with the increase in productivity. 
The Polish Second Six Year Plan aims at boosting up of 
labour efficiency and productivity by 50 ^lo 60 per cent and 
at raisiiig_^orkers’ rvages by^O^gCT cent. Not only PoUhdT 
1^ China har~al$ a^i\e iYconsideTa6lV attehtidh to this vital 
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problem in her First Five Year Plan (1953-58). In China 
(wage has been raised almost pari passu with the rise in the 
jproductivity of the worker. 

\ In India, however, no serious attemptsJiave_been_made 
for correl^ng the real-earnings-of,, the worker with the 
'increase in labour productivity* Indian Labour Gazettes 
r’eveal'lhat, during the First Plan period the rise in labour 
productivity ivas about three times the rise in the real 
earnings of the worker. Thus there has been a partial 
stagnation of industrial earnings during the First Plan 
period and if this tendency continues during the Second 
Plan period, it vvould definitely retard the future growth 
of the economy. Therefore, prompt and effective steps 
should be taken during the Second Plan period for quali- 
tative improvements and for the removal of partial 
stagnation of industrial earnings. 

In the formulation of the Second Plan’s basic strategy 
less erh'JjTfasis has been given to the d_eYelppment df’ agricu i- 
tOT^- This was perhaps due to the overfulfilment of the 
quantitative targets in the agricultural sector during the 
First Plan period. For the food grains alone, the output 
was 45 per cent above the target. Consequently the 
Planning Commission was in an optimistic mood and 
formulated the Second Plan on the assumption of an 
elastic food supply. But it should be noted that the 
steeply inelastic and backward rising supply curve of 
Indian agriculture acquired a substantial amount of 
elasticity during the First Plan period more as a result 
of favourable monsoon of 1953-54 than due to changes in 
irrigation, in seeding, in manuring or in other farm manage- 
ment practices. In other svords, during the First Plan 
period, the development potential of agriculture was stepped 
up more by na tural tha n by human and technological factors. 

Even ivith this improvement in agricultural production,.^' 
India is still short of food grains to feed her people at a 
reasonable level of balanced nutrition. (Unles s the •workers 
get a balanced, nutritious diet, it woul^nfally be^Tough 
job to increase both prbd^tiyity and ef ficien cy qf_labput_iii — 
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/Ind^ \Ve have considerable doubts whether the Second 
vp^mget of 75 million tons of food grains rvould be suffi- 
cient for providing a balanced nutritious diet to the teeming 
millions of India’s population. 

Food production should be stepped up during the 
Second Plan period not only for maintaining the Indian 
population at a higher dietary level but also for building up 
an additional buffer stock for stabilizing adverse price mos e- 
ments during this period. Rapjd industrial development 
under tlie auspices of a bold plamvould produce enhanced 
demand for food and raw materials from the expanding 
secondary’ and tertiary sectors of the economy. 

If food targets are modest in relation to the bold 
programmes of industrial de\elopment, then, there are 
chances for a food bottleneck developing .m.ihe.couTse .of Jh? 
imple mentat ion'' of . the .planu-A- modest food programme 
mejms that, we are not taking adequate safeguards against 
the adverse forces of nature. There are already indications 
that the temporary elasticity acquired by the food supply 
curve during the First Plan period, as a result of favourable 
monsoons, is being gradually neutralized by the t’agaiies of 
nature. In fact, temporary food bottlenecks in certain 
sectors of the Indian economy are already discernible. It is 
commonly knoum tliat an initial food bottleneck of a small 
magnitude has an accelerating effect infused into it from 
exogenous forces connected with the propensities for 
hoarding, speculating and black marketing. Only with an 
effective and substantial food buffer stock tve can counteract 
these accelerating forces which magnify the primary food 
bottleneck. 


^\^lile reviewing food statistics since 1949-50, it is found 
that production in the base year (1949-501 t\-as 54 million 
tons, food output increased by 11 million tons in the First 
Plan period (between 1951-56) and it has been proposed 
to step up Alls output further by another 10 million tons 
during the Second Plan period (1956-61). This really 
means that the target for increasing food production in the 
Second Plan "would be approximately the same as the 
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increase in food production achieved during the First Plan 
period. 

The First Plan tv’as a modest affair and the expansions 
in the secondary and tertiary sectors of the economy were 
very limited. Therefore from the increase of 11 million 
tons of food grains, a buffer stock could be built up tvhich 
considerably brightened the food situation. Second Plan is 
a bold one as it envisages an ambitious development pro- 
gramme for the secondary and tertiary sectors of the 
economy. It appears that tlie heavy dose of deficit Jmancmg 
of the Second Plan, coupled with mildly a dverse natu ral 
FbrcesT^would further raise food prices during tjie Second 
Plan period. This would aggravate tendencies Towards 
hoarding and speculation, causing quick depletion of the 
food buffer stock created during the First Plan period.' 

On the food front, the yellow signal is already up and 
the modest Second Plan target of 10 million tons of increase 
in food production would not be able to change the yellow 
signal into the green. To avoid the danger signal and its 
consequences, we should substantially revise our food target 
for the Second Plan. It appears that the government are 
giving some consideration to this problem which, being of 
crucial importance, deserves their immediate attention. 

The recommendations tor substantially stepping up of 
the food target can also be justified in terms of the basic 
analysis connected with the development potentials of the 
agricultural and industrial sectors. It has already been 
stated that the development potential of the agricultural 
sector was raised during the First Plan period. In fact, 
during this period, Indian agriculture showed signs of 
substantial recovery from a state of stagnation. 

Once a recovery starts, it acquires a momentum of its 
own, bringing about changes on a wide front. The poten- 
tiality of this momentum will itiCTease if subsequently bolder 
programmes are introduced for supplementing the initial 
achievements. This explams why the agricultural sector 
requires bold targets ducir^ the Second Plan period. 
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Stepping lip o£ agricultural targets in the Second Plan 
period ivould not greatly clash tvnth the bold programme of 
raising of tlie expansion potential of the industrial sector 
because there exists noiv? an innate momentum in the 
development potential of the agricultural sector. 

(in short ivhile examining the basic strategy of the 
Sec^d Plan no vital defect would be noticed in the primary’ 
technique of emphasizing heavy industries for achieving an 
accelerated process of growth. The subsidiary technique 
for emphasizing cottage and small scale industries is not 
totally unjustified as we. like the Russians, do not propose 
to keep consumption at the rock bottom level. We think 
however that, cottage industries should have been developed 
on a co-operative footing and on modem lines during the 
later stages of the First Plan period because this would have 
created an effective buffer stock of essential consumption 
goods, acting as an automatic stabilizer to the inflationary 
tendencies associated with the Second Plan. ]We also believe 
that for the sustenance of the bold programme of expansion 
in the secondary sector in die Second Plan, agricultural 
development should be properly geared to industrial growth. 
IE slightly larger allocations could be made to the agri- 
cultural sector, agricultural output would rise beyond 
expectations under the impact of the momentum ivhich the 
agricultural sector has acquired during the First Plan period. 
In addition to these slight alterations in Second Plan’s 
subsidiary strategies, we would also advocate adequate 
measures for dovetailing quantitative targets ivith tlie 
schemes for qualitative improvements. In fact, the basic 
technique of the Second Plan requires a proper amount of 
lubrication for avoiding frictions during its progress — proper 
type of qualitative emphasis on tlie right spots i\’ould accom- 
plish this task in a smooth manner, 

BeCore we conclude out disca&svous on the basic traiegy 
of the Second Plan, it would be worthivhile comparing our 
technique iviih those of the Russian, the Chinese and the 
Polish. So yjet Russia was -the pionepr in fipld. r^F 
planning for accelerated growtlL„Jbenin’s aim i\'as to trans* 
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form an underdeveloped ^iculture'dominated economy 
into a highly industrialized country rvithin the shortest 
possible time, The technique that Soviet Russia effectively 
utilized for this purpos e can be called the method of 
_with unbalanced gro^h^ The expansion in 
the'licavy4ndustry’s semor was much faster than the progress 
in other sectors. A maximum expansion of heavy industry 
was the major objective in Russia because the Soviet plans 
rvere more concerned with machines and their power 
potential than with people and their happiness. The output 
and the economic surplus generated in the heavy industry’s 
sector were continuously reinvested for further expansion 
of that sector. The net result was that in the field of heavy 
industry, a high rate of production was recorded. The 
substantial raising of the growth co-efficient in this vital 
sector of the economy produced an obvious acceleration 
effect which in its turn favourably influenced the overall 
rate of growth for the whole economy. But during this 
spectacular process of development, Russia was transformed 
into a power-oriented ‘siege” economy. 

Agriculture and consumption goods industry were both 
secondary in importance to heavy industry. In the case of 
agriculture, however, strait-jacket methods were introduced 
and mechanisation cum collectivisation was imposed from 
above. The ultimate result of this was that the planners 
were constantly baffled, in the early stage, with the problem 
of insufficient supply of food giains to meet the demand of 
an expanding urban population. 

In the initial stage of Russia’s First Five Year Plan a 
serious cleavage developed inside the peasantry between the 
minority of wealthy peasants (“ Kulaks ") and the vast 
majority of the poor. Therefore in the summer of 1929, 
the Soviet government passed a decree for eliminating the 
” Kulaks ” as a class. Thus the upper stratum of the 
peasantry was crushed into pieces and their production was 
replaced by the introduction of large scale collective 
farming. But the coUcctivisation programme was slow to 
achieve success because the Soviet government was all the 



BASIC STRATEGY OF SECONT> FIVX YEAR PLAN 113 

time endeavouring to extract the maximum amount of eco- 
nomic surplus from this sector of the economy ts’ith the help 
of rigid, strait-jacket methods. 

The consumption goods sector tvas much neglected 
during the planning period. In the Russian First Five Year 
Plan only 14 per cent of the actual investment in industry 
was in consumer goods although it was planned to spend 
27.4 per cent on the latter. This policy of comparative 
neglect of consumer goods industry was pursued by the Gos- 
plan (i.e. Soviet Planning Commission) throughout the 
planning period. Recently, on the eve of Russia’s Sixth 
Five Year Plan (1956-60). it was pointed out by M. 
Strumilin, the veteran chief of Gosplan. that if the consumer 
goods industry expanded by as much as 10 per cent per 
annum then it followed that capital goods industry* must 
expand at the rate of at least 18 per cent and if this relation- 
ship was not maintained, the consumer industries would 
ultimately stagnate for lack of machinery. This thesis was 
rigidly implemented by means of regimentation of ordinary 
Russian consumer's lifes in the early years of Planning and 
it seems that it will continue to be the watchword of the 
potver-oriented economy even in the future in spite of sub- 
stantial development of heavy industries. Thus Russia 
exhibits the crude and extreme case of the general method 
of “planning with unbalanced growth”. The political 
conditions in Russia rvere such that, even these extreme 
tactics, pursued under a ’ siege ’ economy, could ultimately 
substantially uplift the economy from a condition of stagna- 
tion and underdevelopment. 

The Russian experiences have provided important 
lessons Avhich have convinced both democratic and com- 
munistic countries, undertaking planning for accelerated 
growth after the Second World War, that, it would be unwise 
to adopt the crude and extreme version of the technique of 
“planning with unbalanced grorvth.” China, Poland and 
India all have generally accepted the principle that hea\'y 
industries should be specially emphasized during the 
initial planning period for the purpose of achieving 
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accelerated growth. But they have learnt a lot from the 
errors of the Soviet policy and have tlierefore adopted a 
milder version of the strategy of “ planning with unbalanced 
growth 

In the less rigid type of "planning with unbalanced 
growth”, incentives plus cCKiperation highlight agricultural 
expansion and development during the initial stages of 
planning. Consumption does not have to remain at the 
rock bottom level as consumer demands are either met by 
utilizing excess capacities and increasing labour producti- 
vity in the small manufacturing industries with the help of 
suitable incentives or by expanding the output of the 
thoroughly reorganised and revitalired cottage and household 
industries’ sector. 

Turning to China we find that, in addition to the 
emphasis on heavy industries in her First Plan, she has also 
taken effective steps for achieving a second agricultural 
revolution* by means of co-operative farming. China con- 
siders that co-operative farming is the immediate basic 
solution, for increasing agricultural output so as to sustain 
industrial growth and for neuiraliring the cleavage inside 
the peasantry between the richer and the poorer sections. , 
Collectivisation would be achieved via the “ Semi Socialist 
Co-operatives ”® after a suitable time lag-__Even with these 
comparatively milder methods than those of Russia, China 
hopes to increase her agricultural outpur~and~subsiHiary 
rural “production b y 233 per cent. C h ina ha s also giv_en 
considerabl e attention to —the-^deyelop ment o f hand and 

* The first agricultural revri^on uas achieved in the preplan 
period by the brilliant land reform policy of the Qim- 
munist Government. The policy was to reorganise agri- 
culture on a local scale. Boundaries of certain villages 
were chalked out and witinn these areas the major por- 
tion of the land was allocated to those farmers who 
passed the "class-status” test. 

® Under the system of "Semi Socialist Co-operatives” the 
Chinese peasant is expected to surrender his plot of land 
\ as his share to the co-operative’s funds ; but he is to re- 
'n tain ownershio of cattle, awricultiiral imnlernents. etc. 
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household industries for augmenting the supply of consump- 
tion goods, hir. Lifu-Chun, Chairman of the Chinese 
Planning Commission notes, "local industries and handi- 
crafts in our country’ svould play an important part in supply- 
ing the needs of both the urban and rural population”. 

Looking at Poland we find that, on the eve of Poland's 
Second Five Year Plan, the Polish Planning Commission 
recognized the mistake of blindly copying the crude Russian 
method of “ planning with unbalanced growth ” in which 
hca\y industries tvere overemphasized at the expense of 
agriculture and consumer goods as a result of which priva- 
tions and miseries of the people increased and a " crisis of 
incentives” developed in the agricultural sector. In the 
Second Plan, Poland has rectified her mistake and with the 
aid of the method of direct incentives and premium 
payments, she has taken effective steps for bringing about 
both quantitative and qualiutive inaease in the output of 
agriculture and small manufacturing industries. In fact, 
Poland has announced in her Second Plan that food produc- 
tion ss’ould be increased by 25 per cent, compared with 17 
per cent of the First Plan and that, the rate of consumer 
goods production would be substantially stepped up. 

From the foregoing analysis it is clear that, the basic 
strategy of India’s Second Plan resembles more to those of 
Poland and China than that of Russia. The Russian 
experiment with the technique of unbalanced growth teas 
both ruthless and crude in its outlook as Russia tvas bent 
upon achieving maximum economic development teithin 
the stiortest possible time with the aid of a power-motivated 
strait-jacket policy. 

Practical lessons, learnt horn Russian experiences, have 
convinced tlie present day planners, in both democratic and 
communist coimtries, that, they should modify the riedd 
Russian planninw lethaiq-tte and should adopt a suhstauuaUy 
milder type of the strategy of “planning -with unbalanced 
grosvth ” in which the magnitude of disproportions bettreen 
heavy’ industries, consumption goods industries and agri- 
culture are much lesser. Though the basic strategies are 
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almost similar in India’s Second Five Year Plan, China's 
First Plan and Poland’s Second Plan; yet the strategic levers 
of the planning mechanism are to be manipulated in each 
case with a particular objective. India has strong faith on 
human freedom and dignity and therefore her development 
programme is basically welfare-oriented. China and Poland, 
though they do not intend to imitate the Russian tactics of 
ruthless regimentation of human lifes during the planning 
period, endeavour to camouflage a power-oriented policy for 
economic development by means of high sounding J^velfare 
cum incentive" slogans. 


V 

Financing of India's First and Second Fisx Year Plans 

With the help of appropriate strategies, the availability 
of physical resources is matched with the specific production 
goals; but in addition to this, planning of hnancial resources 
is necessary for estimating the toul cost of the whole series 
of output target on the basis of a given level of prices. 
This explains why we should focus our attention to the 
financial side, connected with resource’s budgets of the First 
and Second Plans. 

As we have already seen. India's First Plan was rather 
modest in its outlook. The First Plan was mainly of the 
"ground preparing” type as it wanted to achieve moderate 
economic development with minimum current sacrifices. 
Even with the revised total outlay of Rs. 23,560 millions, 
the plan could not cover all the important sectors of the 
economy. The Government’s role in the public sector 
was also limited because of modest outlays and organiza- 
tional delays. Throughout the First Plan period. Govern- 
ment’s main concern was to maintain stability in the 
economy by neutralizing economic fluctuations. Being 
more absorbed in the problem of achieving stability, the 
Government could not do proper justice to the modest 
investment programmes in the ptitAic sector. In fact, Irom 
the financial point of view, the First Plan should be regarded 



FINANCING OF FIVE "VEAR FLANS 


117 


as a ‘ stability plan ’ r ather than a ‘ development plan The 
draft outline ivas prepared in 1951 « a time when the Indian 
economy was operating under the strong inflationary 
pressures caused by the Korean War boom. Therefore, the 
plan had stability as its primary objective and the Planning 
Commission svas very careful in making the financial totals 
of the approved programmes equal to the realisable savings. 
This cautious approach made the whole plan a modest affair 
and the usual bold and daring features of a "development 
plan" tvere conspicuous by their absence. 

The financial provision*® of the First Plan reveals that 
for financing the outlay of Rs. 20,690 millions under the 
plan, Central and the Sute Governments svould get about 
Rs. 12,d80 millions from borrowing cum budgetary' sources. 
In the table given below it is shotvn ho^s- from public and 


The First Flan's Estimated Budgetary Resources 



1 Centre 
' (inmiDi^s 

1 of rupees) 

1 . Stales 
(inmlllions : 
; of rupees) ' 

1 Total 

' (in millions 
j of rupees) 

PfcJ/fV Satinet from j 

(a) Current revenues .. ' 

! 1 

1 1.600 1 

1 

4,100 

1 

5,700 

(b) Railways .. .. 

1 UOO 

1 1 


1.700 

Privotf Sazwgs obsorbed fhrough 

1 ' 



(a) Loans from the public .. ' 

— ! 

1 790 1 

1.150 

(b) Small Savings and other ' 
unfunded debt 



2.700 

(c) Deposits, funds and other 
miscellaneous sources (net) 

^ 900 

430 

U30 

Tf<IaJ ^ 


1 5.320 1 

12.SS0 


We give here the figures of the financial provisions of the 
Plans in terms of nuUions of rupees instead of crores of 
rupees. It should be noted that 10 milUons=cl crore and 
I million=10 lakhs. 
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private savings Rs. 12,580 millions would be acquired during 
the plan period. 

After accounting for deficit financing of Rs. 2,900 
millions against releases of sterling balances, the net gap 
in resources to be covered by external assistance, additional 
borrowing and/or additional deficit financing was estimated 
at Rs. 5,210 millions. We show below the break up of the 
financial provision of the First Five Year Plan in terms of 
original estimates. 


Proviiioil for the First Plan’s outlay of Rs. 20,690 
nttlHons for the Pablu Sector 


Sources of Finance 

1 Orvginai estimate 
(in Rs- millions) 

1. 

Surplus from Current Revenues 
(including Railvvays) 

j ?,380 

2. 

Borrowings from the public .. j 

1 5,200 

1 + 2-*Borfowingi + Budgeury sources . . ■ 

1 12.580 

i 

3 

Deficit Financing (against Sterling j 
releases) . . . . . . 

' 2,900 

4. 

Gap to be filled by External assistance, , 
additional borrowing and/or additional j 
deficit financing . . . . 

1 5,210 

Grand Total | 

20,690 


Subsequently the size of tlie planned outlay u-as 
revised to Rs. 23,560 millions as a result of svhich 
the gap increased to Rs. 8,080 millions. It should be noted 
here that the authorisations of external assistance over the 
period April 1951 — June 1954, together with the undrawn 
portion of the loan sanctioned by the International Bank 
during the pre-plan period, amounted to Rs. 2,340 millions. 
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This means that the nesvly created gap of Rs. 2,870 millions 
(i.e., revised estimated outlay of Rs. 23,560 millions minus 
the original estimated outlay of Rs. 20.690 millions) due to 
the revision of the total outlay estimate could have been 
almost fully bridged by means of external assistance. But 
all this iv’as unnecessary as the aggregate outlay in the public 
sector was somewhat below Rs. 20,000 millions during the 
First Plan period. 

As a ‘ stability plan the First Plan had to make a 
cautious approach to the problem of deficit financing. 
Rs. 2,900 millio ns of deficit financing, propo sed in the plan, 
w ^^iitended to be made again st_TCleasennL^te5ing 
Bala n^sl T he economic logic advanced in this connection 
was : Rs. 2.900 millions of deficit financing vs-ould certainly 
give rise to additional domestic incomes by an equivalent 
amount; but the value of the sterling releases during the 
Five Years being equal to the amount of deficit financing, 
the Government would be in a position to procure addi- 
tional imports worth Rs. 2,900 millions and this w’ould 
neutralize the inflationary impact of the deficit financing 
programme so that the stability criterion of the plan svould 
remain intact. 

There is, however, one major flaw in this 1)^16 of 
reasoning. It should be noted that India, being an under- 
developed country, does not possess enough excess capacity 
to make possible a quick rise in consumption output. 
Therefore, in such an economy as a result of a rise in 
investment, due to the deficit financing programme, the 
multiplier will work vigorously in money terms though not 
in real terms. This means that the primary increase in 
income, as a result of deficit financing, would lead to 
secondarj’, tertiary and even further increases due to 
successive respending of the new money by the inhabitants 
of the country whose propensity to consume would be quite 
high. Therefore, there is no reason to believe that Rs. 2,900 
millions of deficit financing, undertaken during the First 
Plan period, has generated only an equivalent amount of 
money income. Due to the multiplier effect, the total 
9 
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amount of money income generated must have been greater 
than the total amount of deficit financing. Inflation was 
kept in check during this period not only because the 
moderate dose of deficit financing was safeguarded 
by Sterling releases but because of a substantial 
improvement in the supply position of food and industrial 
raw materials. Moreover, the original plan that Rs. 2,900 
millions of deficit financing would be fully covered by 
the release of Sterling Balances to the equivalent extent 
most probably remained unfulfilled because of the 
^slottf rate of release of Sterling Balances. In fact, during 
the first four years of the Plan only about Rs. 1,540 
millions of Sterling Balances were released. It would 
be fantastic to assume that in the last year of the 
First Plan period Rs. 1,360 millions of Sterlings were 
released. 

The deficit financing programme of the First Plan v.'as 
rather too moderate. Even the International Monetary 
Fund Mission, which visited India early in 1953, was of the 
opinion that deficit financing amounting to about Rs. 1,000 
millions a year would be quite safe and would tally with 
the financial stability criterion of the Plan. But from the 
Progress Report of the First Plan it appears that the quantum 
of deficit financing was kept in check partly due to 
organizational difficulties but mainly because of accretion 
of additional public resources from the capital market as a 
result of enthusiastic public response to the long term 
borrowing programmes of the government specially during 
1954-55. 

The Department of Research and Statistics, Reserve 
Bank of India has estimated (in a paper on the “ Problems of 
Resource Mobilisation” published in the "Papers Relating 
to the Formulation of the Second Five Year Plan ") 
that the total amount of deficit financing undertaken 
by Central and State Governments during the first 
lour years ol t’ne Plan period "has risen to about Rs. l,75t) 
— 2,000 millions. During the last year of the First Plan 
period both the Central and State budget deficits were 
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quite large as mote money vm injected into the economy 
for accelerating the rate of government expenditure. But 
inspiie of this rise in the tempo of expenditure, the Planning 
Commission has recently estimated that total deficit financing 
during the First Plan period tvould most probably amount 
to Rs. 3,000 millions. Thus it is clear that during the First 
Plan period, the quantum of deficit financing was always 
kept ttfithin bounds because the aim tvas to achieve only a 
moderate amount of economic development ss'ith a high 
degree of financial stability. 

During the First plan period financial bottlenecks did 
not baffle the Planners as the actual volume of expenditure 
svas slightly less than the desired level of outlay. In the first 
three years of the Plan, according to the Progress Report, 
only Rs. 8,650 millions were spent and in the fourth year 
about Rs. 5,000 millions were expended. Though in 
1955-56, the target of expenditure was fixed at Rs. 7,110 
millions, yet the actual expenditure would be near about 
Rs. 5,750 millions. Therefore, the total outlay undertaken 
during the First Plan period most probably tv'ould be of the 
order of Rs. 19,400 millions which would amount to about 95 
per cent on the basis of original estimates of outlay of the plan 
and about 80 per cent on the basis of the revised outlay 
estimates. 

Thus -the operation of a set of exogenous forces plus 
strict adherence to the principal of financial stability were 
mainly responsible for the achievement of monetary 
equilibrium during the First Plan period. But the 
organisational problems adversely affected the rate of govern- 
ment investment so the plan, when completed, looked more 
modest than when it was started. Nevertheless, the 
“ stability character ” of the Plan was unimpaired throughout 
the Plan period. 

The All India cost of living index tvas at an average 
level of 96 in 1955 as compared to 100 in 1949. Money 
supply in the hands of the public at the close of tire fiscal 
year 1955-56 svas about Rs. 2,080 millions above the 1951 
level. On the whole it was observed that the overall 
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economic picture on the eve of the Second Five Year Plan 
was " one of stability and steady progress.” 

The substantial rise in agricultural production, accom* 
panied by a considerable degree of financial stability, during 
the First Plan period provided an atmosphere of confidence 
and optimism which helped to make the Second Plan bold 
and daring in its outlook. Compared with the First, the 
Second Plan was definitely bold and ambitious and the cir- 
cumstances were such that it ivas hardly possible for the plan 
to take up any other line of approach. The “stability 
approach " of the First Plan had outlived its usefulness. 
Therefore, on the eve of the Second Plan, it was realised that 
a bold and spirited attitude was necessary for tackling the 
development programmes so as to catch the imaginations of 
the people and to accelerate the rate of progress of the 
economy. 

The financial provisions of the Second Plan specially 
reveals a bold and courageous approach to the whole 
problem. It is proposed in the Second Plan that the 
developmental programme of the Central and State Govern- 
ments would require an expenditure of Rs. 48,000 millions. 
Exactly half this amount (Rs. 24,000 millions) would come 
from budgetary sources. Taxes xvould contribute Rs. 8,000 
millions (Rs. 3,500 millions would come from taxation at 
the 1955-56 rates and Rs. 4,500 millions w'ouldcome from 
additional taxation.) Borrowings from the public would 
bring Rs. 12,000 millions (Rs. 7,000 millions would come 
from market loans and Rs. 5,0fK) millions from small 
savings.) Other budgetary sources tvould contribute 
Rs. 4,000 millions (Railways’ contribution would amount 
to Rs. 1,500 millions and the Provident Funds and other 
deposit heads would yield Rs. 2,500). The question there- 
fore is : How the remaining Rs. 24,000 millions would be 
forthcoming? It is expected that Rs. 8.000 millions would 
come from external sources leaving thereby a gap of 
RSiJLfiJHKLmillions i n the planned ex penditure. Even with 
an ambitious ^ficit financing programi rM»~-amniintin g--fn 
Rs. 12J3Q( L-miI liQns^ . there would still remain an uncovered 




the desire o£ makms_speciacular stn 


temporarily unmindful of future ra tion provisio ns 

uncovered gap of Rs. 4,000 millions can be bridged up during 
the Second Plan period. It has been only broadly hinted in 
the final version of the Second Plan that this gap would be 
covered ultimately by means of additional measures for 
tapping domestic resources. This is rather a vague statement. 
Some son of clear indications should have been given in the 
Plan, mentioning the exact domestic source by means of 
which the ultimate gap could be filled up. 

The amount of deficit financing envisaged in the 
Second Plan has already been fixed on a fairly liberal basis 
and it is doubtful whether it would be safe to exceed the 


present target of Rs. 12,000 millions. It should, however, 
be noted that against the deficit financing of Rs. 12.000 
millions we must set off the drawing doivn of S te rling 
Bala nces amou gtingjtLRs. 2,000 m ilUpns during the Second 
Plan period.^ Th e_remaming^ deficit of Rs. JQ,0DQ rni lUons 
represent th e net ad dition to currency in response to 
government's budgetary operations^ Thus deficit financing, 
in the sense of new currency creation, amounts to Rs. 10,000 
millions. In fact, it might be possible for the Government 
to step up Sterling releases during the Second Plan period 
from Rs, 2,000 millions to Rs. 8.000 millions. The level 
of our Sterling Balances stood at Rs. 7,300 millions at the 
end of the fourth year of the First Plan and on the eve of 
the Second Plan the Balances stood at about Rs. 6,600 
millions, A minimum balance of about Rs. 3,500 millions 
will have to be retained till the end of the Second Plan not 
only to seive as a backing for the domestic currency but also 
for normal trade purposes and for additional trade resulting 
from a rise in national income. Therefore, no difficulty 
should arise under the nonnal circumstances if we draw 
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about Rs. 3,000 millions from our Sterling Balances. This 
would mean that deficit financing, in the sense of net addi- 
tion to currency, would amount to Rs. 9,000 millions. 

This amount of net deficit financing should be alivays 
viewed as a process of .ads-anced borrowing from the potential 
saving of the community. Due to an increase in money 
supply as a result of deficit financing there would be a period 
of brisk economic activity which tvould ultimately raise 
production levels in the industrial and agricultural sectors. 
This means that the hidden economic surplus of the indus- 
trial and agricultural sectors would be transformed into 
actual economic surplus which, if properly mobilized, would 
definitely neutralize the initial inflationary impact of the 
deficit financing programme. 

The time lag between the initial spending of money 
under the deficit financing programme and the final produc- 
tion of goods should be minimized as far as possible and this 
can be done effectively if the created money is spent on a 
bag of properly selected, productive public investment 
programmes with well balanced maturities. The inflation 
which tvill arise, in the meantime - ca n be_ h£ld-in-cEedL 
means of selective and cj ualitative credit controls and_vyiih-. 
th ^jielp of the stabititing hv buffer 

stocks of {oo± cloth and odier essential consu roRtiom-goods. 
If in spite of all this, there is miloinHatiOT, one should not 
be too much ivoiried about it because under higher price 
incentives, the development potentials of all the sectors of 
economy are stepped up in such a way that the process of 
overall grerwth of the economy is substantially accelerated 
and development planning becomes a real success. There- 
fore, we need not be perturbed at the idea of a bold pro- 
gramme of deficit financing during the Second Plan period 
which would create Rs. 10,000 millions of new money in the 
economy. 

As we have already seen, the “ net " amount of deficit 
hnancing can be reduced to Iks. miiYions provided 

Sterling releases are raised from Rs. 2,000 millions to 
Rs. 3,000 millions. This estimate of Rs. 9,000 millions of 
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net deficit financing is bold but not extremely risky because 
■with a substantial expansion of income and economic 
activity there is every possibility that, about Rs. 8,000 
millions of potential economic surplus would be generated 
from the agricultural and industrial sectors during the 
Second Plan period. In fact, our basis of estimation of 
Rs. 9,000 millions of net deficit financing tallies, well with 
Professor Nicholas Kaldor’s recent obsers-ation'^ that the 
Indian economy's absorptive capaci ty of deficit ex p enditure 
would be about Rs. 8,000 millions during the Second Plan 
period. ,T hus even \vith a bold approach, it would be diffi- 
cult to exceed the target of deficit financing envisaged 
during the Second Plan period without seriously jeopardizing 
the strategic levers of the economy. 

As the magnitude of deficit financing cannot be further 
raised rvithout danger to the economy, we have norv to look 
into ppbltf bo rrowing for fiUing u p the unrove rpfLgap nf 
Rs. 4,000 millions^ .Inspired by the enthusiastic public res* 
ponse to the Covemment's long term borrorving programme 
during the last ttvo years of the First Plan, an optimistic 
estimate has already been made abo ut public borrorving 
^vhich is expected to yield one fouT*rfi of revenpe 
required for the total expenditure of Rs. 48,000 millions 
for the public sector. Moreover, it is ej^ected that during 
the Second Plan period, the major recommendations of the 
Indian Taxation Enquiry Commission for revising existing 
tax rates and for introducing new taxes are likely to be imple- 
mented. This means that there would be an allround 
increase in taxation on all groups including the lorver and the 
middle income brackets. Consequently, the margin between 
personal incomes and personal consumption -would be 
squeezed out, leading to a reduction in personal savings. It 
should also be remembered that the objective of socialistic 
pattern of society, envisaged in the Second Five Year Plan, 
rs'ould gradually accomplish the task of levelling income 

See Professor Nicholas Kaldor's Report on Indian Tax 
Reform issued by the Department of Economic Affairs, 
ilinistry of Finance, Go v er nm ent of India, 1956. 
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inequalities and would thus produce wider diffusion of in- 
come. It would be an extremely difficult task to mop up 
scattered individual savings arising out of widely diffused 
incomes. Under the circumstances it is doubtful whether 
the already high target of public borrowing to be achieved 
during the Second Five Year Plan period could be further 
raised for bridging the uncovered gap of Rs. 4,000 millions. 

Therefore, it seems that the only way out of this 
impasse would be to further augment tax revenues. I In fad, 
if the S econd Plan.is^ to be successfully implementeojiiSiy 
percent of j he gap of Rs. 4,0^Q^.miIiions~wni h^e to be 
bridged. by adctuibnid taxation. The remaining ten percent 
(i .e. _R3. 4 00 mTlIm ns) oLt he ga]^ can be covered by slightly 
upgra ding railway rates and hy piising potTcfiarge s. 

' Let usiwv see how with the help of additional taxation 
ninety percent of the uncovered gap of Rs. 4,000 millions 
(i.e. Rs. 3,600 millions) could be filled up. Of the originally 
proposed amount of additional taxation, (Rs. 4,500 millions) 
the State governments have decided to contribute Rs. 2,250 
millions by means of appropriate fiscal measures. This 
means that, the remaining Rs. 2,250 millions will have to 
be raised by the Centre. To this amount has to be added, 
the extra Rs. 3,600 millions which has to be obtained for 
filling up 90 percent of the uncovered gap of Rs. 4,000 
millions. Therefore, the total amount of taxes to be raised 
by the Centre during the Second Five Year Plan period 
would go up to the high figure of Rs. 5,850 millions. The 
Central budget for the year 1956-57- (i.e. the first year of the 
Second Plan period) indicates that with the help of suitable 
fiscal measures it is expected to yield Rs. 350 millions of 
additional tax revenue a year. This means, over the five 
year period, the total tax yield with the existing type of fiscal 
measures would amount to Rs. 1,750 millions. This will 
still leave a balance of Rs. 4.100 millions to be covered 
during the next four years. Therefore, during the remain- 
ing tour years ot the ^cond Platt rtevr measures ot taxation, 
yielding additional amounts of revenue, rvill liave to be 
introduced. 
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It seems that an annual tax on net ^vealth, with the 
exemption limit fixed at Rs. 10,000 and levied on total net 
tvealth including agricultural land, should be immediately 
introduced for enhancing tax revenues. The viealth tax, 
in addition to the present estate duty, svould effectively 
check tlie accumulation of personal fortunes and tvould thus 
pave the tvny for a socialistic pattern of society aimed at by 
the Second Plan. Such a tax would also minimue the pro- 
pensities of hoarding gold bars and acquiring gold ornaments 
and jetvelleries. Moreover, a tax on wealth trould lead to the 
discovery of the tax payer’s concealed property which in turn, 
is bound to reveal some of his “hidden” sources of income. 
Therefore, a tvealih tax would considerably help tors'ards 
detection of income tax evasions and would greatly ^ 
revenue from income tax. On the ad\ace of Prof. Kaldot - 
tvho had originally recommended the introduction of a tax 
on wealth in India, a study team hppn V»y tho 
Fi nance_Mini$trv to foreion countries for investi gating tjte 
pra ctical pro blems which woul d put of th ^-levy f>f a 
CTT on ^ 

In his “Report on Indian Tax Reform", Prof. Kaldo r 
has also r ecommended the re\>ival of capital gains tax in 
India. IVe, howet’er, cannot agree ^th Prof. Kaldor an 
this point as t his svoutd ad vgl•M>^y-aff^^r4 the ps^T,^l ^log^^^ 
profit estim atfi&^IfirLrate-iavestnrs (which would produce 
adverse repurcussions on the ” marginal efficiency of capital ” 

; so that the investment-demand schedule would receive a rude 
shock) and thereby retard investment programmes, in the 
private sector. Ours is a mixed economy, therefore, there 
should be simultaneous growth of both the private 
and public sectors of the economy. Therefore tax 
incentives are more important than tax disincentives. 
IVe firmly believe that a %vstem of tax incentives .aimitjf ju 
the reduction or deferment of the taxes on reinvested earn- 
ings -would be the best solution from the development point 
I of \ie\s' as this would greatly accelerate capital formation in 
the priN-ate sector. 

We ho^yever ag^ e with Prof. Kaldor that a personal 
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expenditure tax ^vith high exemption limit should supple- 

ment thp present An expenditure 

tax -would curtail the unproductive consumption of the 
higher income brackets as a result of which their savings 
will be greater. This saving, if properly mopped up, could 
be effectively utilized for accelerating the process of develop- 
ment. In fact, the introduction of personal expenditure 
tax, svith high exemption limit, and an annual tax on net 
■wealth, with the exemption limit, fixed at Rs. 10.000, would 
not only yield substantial amount of revenue but svould also 
greatly mitigate the adverse effects of the present highly pro- 
gressive system of income tax on the ability to work and on 
the propensities to expand and modernize business enter- 
prises. 

There is no doubt that the expenditure tax would tap 
in an effective manner, the potential economic surplus which 
is usually wasted by the richer class in unproductive con- 
sumption, But what about the economic surplus of the 
agricultural sector? For mobilizing farm surpluses accru- 
ing to a fesv “ above the average " farmers and also to the big 
co-operative societies (under the auspices of Co-operative 
Village Management) a special type of land tax would have 
to be introduced. This land tax would be levied either in 
kind or in money terms but the rates would have to be 
milder than that which we usually find in the case of com- 
pulsory agricultural taxes in communistic countries. If 
such a land tax is introduced in India, it should be levied 
jointly on agricultural income and agricultural property; 
the rate should be moderate and also flexible so as to avoid 
a " crisis of incentives " in the agricultural sector.^^^^.-^ 

Lastly, we think that during the process of'^conomic 
growth a "betterment levy'” should be imposed on those 
sectors of the economy where an allround improvement has 
occurred as a result of the implementation of the develop- 
ment programmes and where the process of generation of 
economic surplus has been accelerated by means of effective 
planning. A mild "betterment levy" is a necessary concomi- 
tant of a bold type of development plan whicli promises 
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spectacular results for the future. But a "betterment levy” 
should never be pushed too far in a democratic plan for if 
this be done, the main objective for the imposition of the le\'y 
^vould be awkwardly twisted and the betterment lev'y svould 
be no better than the compulsory levy, usually imposed in 
communistic countries for extracting economic surplus in a 
crude and ruthless manner. A mild type of betterment 
le\'y, accompanied by effective propaganda for explaining tlie 
achievements of the plan and its future ambitious targets, 
should not be seriously objected by the people. 

Looking at the financial provision of the Second Plan, 
showing an uncovered gap of Rs. 4,000 millions, we were not 
Satisfied ss’ith a someivhat Micawber-like hope that some- 
thing ts’ould ultimately turn up and solve the problem. 
TbeTefore, we thoroughly sauiiniied all the available 
domestic sources for raising the additional revenue for 
covering the gap. IVe found that target figures for borrotv* 
ing and deficit financing had been put almost at their 
maximum levels. From this we came to the conclusion 
that, for bridging the uncovered g;ap we have to rely mainly 
on a dditional tava tinn. We firmly believe that the intro- 
duction of an aiTnual tax on net wealth, coupled with a 
personal expenditure tax, would help us to tap the economic 
surplus lying “hidden” in concealed properties and to mpbi- 
lize potential economic surplus wasted by the richer class 
in unproductive consumption. In addition to this, the 
special type of land tax, to be levied mainly on big co- 
operative farming societies, plus a mild type of betterment 
levyr, to be imposed on those sectors of the economy rvhich 
show signs of substantial improvement, would effectively mop 
up a considerable amount of rural economic surplus, giving 
rise to a large amount of revenue. We have, therefore, to 
remodel our tax structure in such a manner, during the 
Second Plan period, that the unbridged gap of Rs—AJlOO^ 
millions is mainly covered by a suitable extraction from the 
potential economic surpluses lying “ hidden ” in the rural and 
urban sectors of the country. 
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Conclusion 

T he First Plan u shered in a new era for the Indian 
economy. Inspite of its modest outlook, it s merits wer^ 
jnany and its foibles rvere fery. Its overall basic strategy for 
raising the development potential ot the agricultural sector 
was sound. In fact, with its emphasis on agricultural exten- 
sion programme and river valley projects, it aroused a netc 
spirit of enterprise and enthusiasm at the grass-roots. But 
the First Plan was mainly of the “ground preparing” type 
and, therefore, it manipulated the strategic financial levers 
in a cautious manner. By achieving financial stability and 
by stepping up the expansion potential of the agricultural 
sector, the modest First Plan paved the tvay for the bold and 
ambitious Second Plan. 

The Second Plan is a great conception and is also a 
grandiose affair. Its basic strategy has struck a compromise 
between the extreme communistic, power-oriented technique 
and die welfare-motivated planning idea of democratic 
countries. Though the Second Plan has the 
‘' pknnin£ w ith unbalanced growth” a s its kingpin, it has 
been con^erabl^ modified to suit a democratic environ- 
ment. That is svhy heavy industries development and 
cottage industries development appear as two vital “links” 
in the planning mechanism. Due to the bold and ambitious 
targets of the Second Plan, the techniques and provisions of 
development finance also have a daring and novel 
outlook. But it should be remembered that the achieve- 
ment of a process of continuous and accelerating economic 
growth necessitates both a spirited attitude and a 
new approaclu_^^ynics wouM al ways c riticize s uch a 
bold and ambitious” progrmnme on the ground that 
it is top heavy and would ultimately topple down. Optimists 
would look beyond the present horizon and tvould picture 
a refreshing panorama of prosperity, progress and specta- 
cular success. It would only be possible to give a definite 
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judgment after the Plan has completed its performance. 
We would therefore keenly tvatch the process of unravelling 
of the Plan and would earnestly hope that most of its “ big” 
promises are fulfilled. 



APPENDIX A 


Input-Output Analysis and a Detailed Stoty 
OF THE Matrix Table 

The kingpin of the original Leontief analysis is the input- 
output table which shows the actual flow of commodities and 
services in the economic system from one sector to another. We 
shall endeavour here to construct an input-output (“matrix” 
type) table for U.K. for the year 1950. Our data will be based 
on the figures available in the “Blue-Book on National Income 
and Expenditure for U.K,-— 1946-52”, published by the Central 
Statistic Office, London. It should be noted that the “Blue- 
Boold* has divided the sub-sectors into 10 items whereas we, in 
our example, simplify the anaiysis further by dividing them into 
3 items— (t) agriculture and mining, (n) manufacturing and 
(iii) other industries. In the construction of the input-output 
table for U.K. (1950) we broadly follow the procedure used by 
Prof. K, S. Lomax (in his article on “Allocation and Programming 
in Modem Economics”, published in “The Manchester School 
of Economic and Social Studies”, September, 1953) for illustrat- 
ing the input-output technique of analysis with the help of the 
matrix table for U.K. in 194B. The main difference between our 
analysis and that of Prof. Lomax is that we use 1950 data whereas 
he used 1948 data. We now give below two input-output 
tables for UJL (1950). The first table indicates actual 1950 
proportions and the second table shows a number of unknowns 
whidi are to be determined. 
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First Table (^actual 1950 proportions) 
Input-Output Table: United Kingdom, 1950 (£ inn.) 


r .. 

Indirect taxes 
less subsidies 


(4) Exports 

(S) Govt. 


1 

1 

12 

550 


424 

3,510 







S42 

1.644 

3.911 

US 

SO 

747 

- 

11 

499 

- 

- 


2.713 

2,171 

9,217 


(7) Capital 
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Second Table (wiffc unkncnvns to be determined) 
Input-Output Table United Kingdom, 1950 


Purchases 

by 

S ^ 

<1 1 


(5) Other 
industries 

1 

1 g 1 

1 

(6) Households 

(7) Capital 

(8) Total output 

Sales i 

by i 

. (1) i t 

Agriculture and J — ! 
Mining ^ j 

1 y* ' 

1 

1 

1^- 
1 . 

i H 

12 

SSO 1 

1 

-s 

Y* 

(2) ' 
Manufacturing | 

1 

y» 

i 

! 1 

— 1 y. 

; 1 

2.199 ■ 

1 

424 

1 3,510 1 

1 

810 

Y» 


1 

1 

y« ‘ — 

1 

I 1 

i 542 ' 

' 1 

1.644 

1 3,911 1 

i 

752 

Yo 

(4) 

Imports 

1 

' Yi ' 

1 

1 

I J. 1 r. 

115 

SO 

747 

52 

1 

(S) ! 

Indirect tastes 
less subsidies 

! 

yj. 

1 yu ' y» 

- 

i 

11 , 

499 

21 


, (6) \ 
Incomts and 
depredation 

Va 

J 

I 

- 

_l 




Total Input 

1 V> j Y. ; Yo 



1 

[ 

! 



10 
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In the second table we have put “y”s ior individual inputs 
and outputs and “V's for total inputs and outputs of sectors 
and subsectors, all figures beit^j shown in value terms. It should 
be noted that the unknowns are the effects on inputs and outputs 
of the various industries on imports, on factor incomes, and on 
indirect taxes. 

Let us now briefly indicate the procedure for determining 
the values of the unknowns (i.e. "y”s of our second table. We 
know that the total output of each industry is the sum of the 
individual products ; therefore we have ; — 

y. + y. + 614 s= Y* ) 

y. + y. + 6,943 = Y- ( (1) 

y« + y» + 6,&49 = Yo ) 

Next we note that for the sake of simplification we have to 
to introduce a theory of production in Leontief model which 
assumes that inputs are proportional to total outputs; therefore 
we can now write in the following manner 

yi = k« Yk y. * k‘ Y© 

y» — ki Yt> and y» » k» Y* 

yi ^ k> Y* y© « k* Y« 

Where the "k” s ate constants. 

Now substituting in the first set of equations we have; 

Ya - lo Y« - k. Yo = 614 \ 

- k. Ya + Y- - k. Yo = 6,943 V (2) 

- k. Y* - k. y- + Yo = 6,849 I 

Now if we take it for granted that the proportional relationships 

between physical inputs and outputs remain the same throughout 
the change ; and that prices do not fluctuate as a consequence of 
the proposed expansion of export demand, then we are in a posi- 
tion to calculate the values of the “k”s. 
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The actual 1950 jiiopoitions are taken which gives us the follow- 
ing results : 



(In a similar manner the values ol k>. ki, k*, k )5 can be 

detennined). 

We are now in a position to rewrite our simultaneous equations 
in ( 2 ) above in the following manner; — 

Y* - 101 Y- - -026 Y« ^ 614 ) 

- -234 Yi -h Yu - -US Y'> = 6.943 } ... .(4) 

- -121 Y* - -130 Y> + Y* = 6.&t9 * 

B)- solving the above simultaneous equations we get the following 
values for Y*, Yu and Yo ; — 

Y* = 1,663; Yh = 8,270; Yt. = 8,127. 


Having now obtained the values for Y 4 , Y« and Yo and for the 
"k*’ s we are in a position to calculate the values of the "y” s, 
and substitute these s-alues for the sjTnbols used in our second 
table. 
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A Note on “Mathematical" or Linear Programming 

The central problem of economic planning is concerned with 
the task of allocating, in a planned and systematic manner, starce 
producti ve Tesm^rccs so as to maximise the attainment of a set of 
predetermined objectives. Linear programming method (also 
known as “mathematicaV’ programming) endeavours to tackle this 
problem in a most practical fashion. In fact, a compact bridge 
can be built up betwen “fJtysical planning” and “financial plan- 
ning" if linear programming technique is one of the main tools 
of analysts available in the kit bag of the planners. This is because 
the application of the linear programming method helps the plan- 
ners to solve “the achievement of a given end at minimum cost 
or the maximisation of end-product at given cost.” The funda- 
mental idea of linear programming is based on the concept of a 
“process” (i.e. a specific method for performing an economic task). 
The main purpose of linear programming is to find out the op* 
timal levels of productive processes under given circumstances. 
This tallies well with the main objective of planning which is 
concerned with the determination of a set of targets which are 
mutually consistent and for whose achievements the best set of 
productive processes, available under given drcumstanccs, are 
undertaken. 
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The linear programming teduuquc has dose mathemaucal 
kinship to the methods of Leontiefs “inter'industry” or “input- 
output” analysis though the two methods were discovered inde- 
pendently. \\Tien the numbe r of products is equal_ta.lhe-nu mber 
of processes, the linear programming method and the input-out- 
put analysis would give the same results — this is because, under 
such circumstances, the input-output analysis becomes a special 
case of linear programming. In fact, linear programming deals 
with the problems connected with the maximisation (or minimisa- 
tion) of linear expression (usually a linear function of variables) 
subject to a set of constrmnts (usually, linear inequalities). But 
if the maxiniisatiQn (or ndnimisation) problem is neglected for 
a while and we focus our attention mainly on a system in which 
there is one and only one way of ultimately arriving at the end- 
point; then this special type of linear programming method ivould 
coincide with Leontiers input-output analysis. It should be re- 
membeied that this special type oi linear ptogramnung method 
(which is basically the same thing as Leontitf’s input^utput 
analysis) is a tool which immensely helps the planners to deter- 
mine a set of targets (wWch are both optimal and mutually 
consistent) for the different types of industries in the different 
sectors of the economy. (It should be noted that the classic 
reference on linear programming is: Koopmans, T.C.~ ‘Activity 
Analysis of Production and Allocation” — Cowlea Commission, 
Xew York. 1951). 



APPENDIX C 

A Comparison of Outlav-Distributions of India’s 
First and Second Five Year Plans 

The aggregate outlay in the puMic sector during the Second 
Plan period is estimated at Rs. 48,000 million. This should be 
compared with the final revised total outlay estimate of Rs. 23,560 
million for the public sector during the First Plan period (though 
it is noted in the Second Five Year Plan that the aggregate actual 
outlay during the First Plan period is expected to be slightly below 
Rs. 20,000 million). We show below the outlay-distributions (in 
fernis of major heads of des'elopment) of the First and Second 
Five Year Plans. 

Outlay-Distrihationt of First and Second Plans 



, First 




, Five-Vear 

Plan 

1 Five-Year Plan 

Major Heads of 
Developtneni 

' Toul i 

1 provision _ 

(R, Percent 

Tout 

crovisior 

(Rs. 

‘ Percent, 


1 millions)' 


millions) 


I AcBicuiruar anv Couuv- 
NiTY Devt:lop»ient 

1 

1 3,570 


5,6S0 

i 

11.8 

(a) Agriculture 

1 2.410 


3,410 

7.1 

Agriculture programme 

) 1.970 



35 

Animal husbandry 

1 220 


560 

1.1 


1 100 ! 




Fijheiies 

1 40 . 


120 

03 

Co-operation 


03 



Miscellaneous 




(b) National extension and 

I 




community projects 

! 900 1 

38 

2,000 

4.1 

fc) Other programmes 

1 260 ! 


270 1 

1 06 

Village /lanchayats 

I no 


1 120 

1 0.3 

Local development works 

1 150 1 

06 1 

ISO 


II. IWIICATION ANO P 0 WF 8 .. , 

6.6J0 ! 


9,130 

19.0 

Irrigation . . 

1 3340 1 

16,3 1 

3,810 


Power • - - 1 

Flood control and orfier i 
projects, investigations. 

2300 1 

ll.l 

4,270 




1.050 
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"The irrational arid planless character of society 
must be replaced by a planned economy 
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PREFACE 


At its inception, this book may be said to ha\e had 
three main objectives. First, it was to be a book whose 
main purpose would be to give a brief and lucid exposition 
of the nev*’ ideas dealing with planning techniques. The 
second objective of this svork was to analyse the basic tech- 
niques of India’s First and Second Five Year Plans in the 
light of practical experiences of planning in Russia, China 
and Poland and to investigate how far the general techniques 
of planning could be applied for the Indian case. The third 
aim was to uTite a book which would be rigorous in its 
analysis but, at the same time, would not carry this rigour 
Into such great detail so as to make the book overts-belmlng 
for the non-experts. 

I have had generous treatment from my teachers, 
friends and acqvraintances. h is impouible for me here to 
list by name all of those to whom I am indebted. Howes er, 
I wish to express mv sincere gratitude to Mrs Joan Robinson 
of Cambridge University. Prof. Lorie Tarshis of Stanford 
University. Mr. Nicholas Kaldor of Cambridge UnKersity 
and Mr. j. Domiie of the Oxford Institute of Statistics with 
whom I had the opportunity of discussing some specific 
problems of national economic planning while attending the 
“advanced refresher course in economics” in 1955. Special 
acknowledgments are made to Dr. J. P. Neogy (Head of the 
Department of Economics, Calcutta University), Dr. S. K. 
Basil (Resen'e Bank Professor of Industrial Finance. 
Calcutta Uniieisityl, Dr. S. N. Sen (Reader-in-Economics, 
Calcutta University), and Prof. P. Chakrabartt)’ (Head of 
the Planning Division, Indian Statistical Institute) for their 
stimulating counsel and valuable suggestions throughout the 
entire period of preparation of this book. 


Calcutta University, 
September, 1956, 


A. G. 



CONTENTS 


Past I 

The Technique of Plassinc 
{With special Reference to Underdeveloped Economies) 


Section Pace 

I. Introduction • • . . I 

II. Balances in the Plan . . 2 

III. Input-Output Analysis Pi**' 

— A Picture of Interdependence . . 5 

IV. Growth Economics and Planning . . 23 

V. Balanced and Unbalanced Groivih 

and the Problem of Economic Surplus . . 5S 

VI. Study of Development Finance with 

Special Reference to Deficit Financing .. 51 

VII. Conclusion . . . . 69 


Part II 

Spotlight on Planning is India 
( With Special Reference to Indifl'r First and 


Second Five Tear Plans) 

I. Introduction . . -.73 

II. A Reviesv of India's First and Second 

Five Year Plans . . . . . . 75 

III. The Planning Techniques of India’s 

First Five Year Plan . . . . 84 

IV. The Basic Strategy of the Second 

Five Year Plan . . . . . . 99 

Financing of India’s First and Second 

Five Year Plans .. .. .. 116 

VI. Conclusion . . . . . . ISO 



CONTESTS 


Appendix 

A. Input-Ourpm Analysis and a Detailed 

Study of the Matrix Table 

B. A Xote on " Mathematical '* or Linear 

Programming 

C. A Ctimparison of Outla)-Distributions of 

India’s First and Second Five Year PlXns 



appendik 


141 


Ontloy~Dislribistions o/ First and Second Plans i,t:onlintte<i) 


1 First ' Second 
I Five-Year Plan , Five-Year Plan 


Major Heads of i 

Development j 

Total 

pwisionip^^^^„j 

IKS. 

miKiOns)f 

; Total 
j provision 
' (Rs. 

{ minions) 

Per cent. 

i- 

III. Inbustrv AXD . ; 

I.arge and medium in- , 

1.790 1 

75 

1 3500 

1 

185 

dustries 


62 

! 6.170 

12.9 

Mineral development . . 
Village and amall indus- 

10 

! 730 

1.5 

tries 

300 

1.3 

' 2.000 

4.1 

IV. Trasspok and CostSiUMi- 

CATWXS 



13559 

285 

Railways 

2.«0 

11.4 

9.000 

18 8 

Roads 

1.300 ' 

5.5 

2,460 

5.1 

Road transport 


0.5 

170 

0.4 

Ports and harbours 

340 


' 4S0 

0.9 

Shipping 

260 

1.1 

4&0 

1.0 

Inlalid water transport 



30 

O.l 

CinJ gir trajupori . . f 

240 

10 

430 

0.9 

Other transport . < 

30 


70 

0.1 

Posts and telegraphs .. 

SOO 

22 

630 

U 

Other comiBuruations . . ■ 



40 

0.1 

Broadcasting 

SO 

02 

90 

02 
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9,<S0 


Education 



3 070 


Health 



; 2.740 


Housing 

Welfare of backward 
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21 
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2.S 

classes 





Social welfare 

so ' 

02 

1 290 

0.6 

welfare 

Rehabilitarion 

70 

1.360 

03 

290 
' 9C0 

1 

0.6 

1.9 

Special schemes relating 
to educated unemolc^- 


ment 



so 

01 

htlSCO-LANEOUS 

690 ■ 




Total 

23560 • 

100.0 
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